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Summary

We have andyzed the case and rebuttal briefs of the interested partiesin the 2001-2002 administrative
review of the antidumping duty order on stainless stedl sheet and grip in coils (* $47) from Mexico
(A-201-822). Asaresult of our analyss, we have made changes to the margin caculation as
discussed below. We recommend that you approve the positions that we have developed in the
“Discusson of the Issues’ section of this memorandum. Below isthe complete ligt of theissuesin this
adminidtrative review on which we received comments and rebutta comments from parties:

Adjusmentsto Norma Vaue and U.S. Price

Comment 1. Home Market and U.S. Post-Sale Price Adjustments
Adjustmentsto Normd Vdue

Comment 2: Levd of Trade

Comment 3. Whether the Home Market Sdes Database is Complete

Comment 4: Indirect Sdling Expenses Incurred in the Home Market

Comment 5: Treating Certain Home Market Adjustments as Commissions
Adjustments to United States Price

Comment 6: U.S. Indirect Sdlling Expenses

Comment 7: U.S. Credit Expenses

Comment 8. U.S. Inventory Carrying Costs

Comment 9: Duty Drawback

Comment 10: U.S. Direct Sdlling Expenses

Comment 11: Billing Adjustment for U.S. Surprise Sde #2

Comment 12: CEP Profit Rate



Cost of Production
Comment 13: Weight-Averaging Costs of Subject and Non-Subject Merchandise
Comment 14: Genera and Adminigrative Expenses
Comment 15: Financia Expenses
Comment 16: Mgor Inputs
Comment 17: Veification Findings from Companion Reviews
Comment 18: Offset to Production Costs

Assessment Rates
Comment 19: Assessment Rate Methodology

Margin Cdculaions
Comment 20: Treatment of Non-Dumped Sdes

Background

On August 7, 2003, we published in the Federal Register the preliminary results of the administrative
review of sainless sted sheet and gtrip in coils from Mexico for the period July 1, 2001 through June
30, 2002. See Stainless Stedl Sheet and Strip in Coils from Mexico; Prdiminary Results of
Antidumping Duty Adminidrative Review, 68 FR 47043 (August 7, 2003) (“Prdiminary Results’).

This review covers one manufacturer/exporter of stainless sted sheet and grip in coils, ThyssenKrupp
Mexinox SA. de C.V. (“Mexinox”). We invited parties to comment on our preliminary results of
review. We received case briefs from the respondent, Mexinox, and Allegheny Ludlum, AK Stedl
Corporation, J& L Specidty Sted, Inc., Butler-Armco Independent Union, Zanesville Armco
Independent Union, and the United Steelworkers of America, AFL-CIO/CLC (collectively,
“petitioners’) on September 8, 2003. We received rebutta briefs from Mexinox and petitioners on
September 15, 2003.

Discussion of the Issues

Adjustmentsto Normal Valueand U.S. Price
Comment 1: Home Market and U.S. Post-Sale Price Adjustments

Petitioners argue the Department should disallow al rebates and billing adjustments, especidly thosein
the home market, unless there is evidence these adjustments were granted pursuant to an agreement
concluded before the date of sde. Petitioners claim sample documentation on the record only
demonstrates payment and does not provide evidence of any pre-existing agreements. Petitioners



contend “post-sale price reductions are rebates’ that require pre-existing agreements in order for an
adjustment to be granted. Petitioner’s Case Brief a 14.

Referring to Mexinox’s April 1, 2003 SQR a SAB-40, petitioners maintain Mexinox did not provide a
sufficient reason for why it provided certain of the billing adjustments shown in Attachment B-27.
According to petitioners, post-sae rebates are dlowable only if they were made according to a pre-
existing agreement under which such payments are consstent and predictable (e.g., rebates pursuant to
pre-determined purchase volumes). Citing the Antidumping Manua a Chapter 8, page 1, petitioners
hold the Department will not accept rebates merely because they were actudly paid by the respondent.
Petitioners further cite the portion of the Antidumping Manud that describes the Department’s
methodology with respect to granting rebates, emphasizing that “{i}f the terms of the rebate are set
forth at the time of sde or are understood from past dedlings of the parties, we deduct the amount of
therebate” Petitioner’s Case Brief at 15, quoting the Antidumping Manud a Chapter 8, page 11.
Petitioners aso claim there must be a proven historica pattern of rebates in order for an adjustment to
be dlowed, citing the Antidumping Manud a Chapter 8, page 12. Petitioners cite the preamble to the
Department’ s regulations, in which the Department stated: “{w} e do not disagree with the proposition
that exporters or producers will not be dlowed to iminate dumping margins by providing price
adjusments ‘ after thefact.”” Id. a 16, quoting Antidumping Duties, Countervailing Duties, 62 FR
27296, 27344 (May 19, 1997). Petitioners contend the Department must employ this standard to al
home market billing adjustments, post-sale discounts, and other rebates reported by Mexinox.
Petitioners dlam this sandard is particularly relevant in adminidrative reviews, whereit must be
assumed a respondent is determining and adjusting prices so as to influence the dumping calculation.

Petitioners argue thet at verification, Mexinox did not provide any of the pre-sae documentation
necessary for rebate adjustments to be alowed, nor did it establish that its reported post-sae price
adjustments were made in accordance with pre-existing agreements. For example, petitioners contend,
the documentation related to the billing adjustment in home market pre-select sde #1 makes no mention
of arebate scheme, citing the Sdles Verification Report at 50-51 and Exhibit 14 at S2, 4, and S18.
Referring to the hilling adjustment made for home market presdect sde #4, petitioners Sate the
documentation presented by Mexinox provided no evidence that the adjustment was made to
compensate for problems with the materid, citing the Sdes Verification Report at 56. For home
market surprise sale #1, petitioners assert the documents furnished at verification show Mexinox’'s
reported billing adjustment was not covered by a pre-existing agreement, citing the Sdes Verification
Report a 57 and Exhibit 41 at pages S28 and S30. Similarly, petitioners hold, there was no pre-
existing agreement for the rebate reported as part of home market surprise sale #2 and the amount
reported seems to be overstated for this and other severa observations, referring to the Sales
Verification Report a 58 and Exhibit 42 and the home market sdles listing submitted on April 1, 2003.
Findly, petitioners argue that even though the billing adjustment in home market surprise sde #4 was
granted to compensate for problems with the materid, Mexinox’'s qudity control personnel could not
detect any damage, citing the Sdes Verification Report at 60. Petitioners dlaim that if this adjusment is



permitted, it should be as awarranty clam alocated to dl sdes of the gpplicable grade, not asa
customer-specific billing adjustment.

Mexinox counters that petitioners arguments are legdly and factualy incorrect aswell asillogica.
Mexinox arguesthat not al post-sae price adjustments are rebates, and states that post-sae price
adjusments may be made for various reasons, including: (1) to correct errorsin the invoice quantity or
price; (2) to grant discounts as aresult of customers complaints or market changes; or (3) to grant
rebates in connection with aformal rebate program. Mexinox contends the sales documentation
provided in the ingtant review and in prior proceedings, which has been verified by the Department,
makes these reasons apparent. Additionaly, Mexinox asserts, the fact that there are separate fields for
rebates and billing adjustments in the Department’ s questionnaire shows there are distinct categories of
post-sde price adjusments. Mexinox notes the Department’ s questionnaire defines billing adjustments
as price adjustments incurred for reasons other than discounts or rebates. Mexinox’s Rebuttal Brief at
22,

Mexinox claims the Department has distinguished rebates from other post-sale price adjustmentsin
previous cases. Citing Antifriction Bearings (Other than Tapered Roller Bearings) and Parts Thereof
from France, et d.; Find Results of Antidumping Duty Adminigretive Reviews, Partid Termingtion of
Adminidrative Reviews, and Revocation in Part of Antidumping Duty Orders, 60 FR 10900, 10930
(February 28, 1995) (“Antifriction Bearings 1992-93"), Mexinox statesin that case petitioners urged
the Department to classify al post-sde billing adjustments as rebates and asserted that dl home market
rebates must be considered at the time of the transaction. Mexinox argues the Department rejected the
petitioner’ s argument in that case, noting that most of the billing adjustments were made to correct data
entry errors, not to grant post-sale discounts or rebates. According to Mexinox, the Department found
the respondent made the remaining billing adjustments as the result of post-sde negotiations with the
customer to account for changing market conditions. Mexinox states the Department permitted those
billing adjustments, noting they represented the respondent’ s usua business practice of engaging in
ongoing price negotiations with its home market customers. Mexinox aso cites Notice of Fina
Determination of Sales at Less Than Fair Vaue: Certain Polyester Staple Fiber from the Republic of
Korea, 65 FR 16880 (March 30, 2000) (“Polyester Staple Fiber from Korea”) and the accompanying
Issues and Decison Memorandum at Comment 7, in which the Department made asmilar
determination.

Asto whether post-sde price adjustments must be made pursuant to a pre-existing agreement,
Mexinox contends the Department has determined consitently there is no such requirement for price
adjustments made due to invoicing errors, customer concerns or market changes. In Antifriction
Bearings (Other Than Tapered Roller Bearings) and Parts Thereof from France, Germany., Italy, Japan,
Romania, Singapore, Sweden, and the United Kingdom:; Fina Results of Antidumping Duty
Adminigrative Reviews, 63 FR 33320, 33327 (June 18, 1998) (“Antifriction Bearings 1996-97"),
Mexinox gates, the Department did not accept the petitioner’ s assertion that post-sale billing
adjustments be disallowed because the respondent had not shown these adjustments were
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contemplated at the time of the sdle or congtituted norma business practice. Citing Antifriction
Bearings 1996-97 at 33327 and Polyester Staple Fiber from Korea and the accompanying |ssues and
Decison Memorandum at Comment 7, Mexinox contends the only requirements for dlowing billing
adjustments (versus rebates) are “that they in fact have been made and that they be ‘ reasonably
attributable to the subject merchandise or the foreign like product.”” Mexinox’s Rebuttal Brief at 24,
quoting Antifriction Bearings 1996-97 at 33327.

Mexinox maintainsit is not logica to suggest it can agree with the customer at the time of the sdleto
make invoicing errors that will require an adjustment subsequent to the sde. Likewise, Mexinox holds,
it is sensdless to suggest it can agree with the customer a the time of the sde that the customer will have
aproduct- or service- related complaint or that there will be changesin the market for which Mexinox
will have to make a post-sde billing adjustment. With respect to forma rebate programs, Mexinox
asserts the Department’ s practice is not as absolute as petitioners argue. Mexinox states it is relevant
that the Department chose not include in its regulations a requirement that rebates be demondtrated to
have been considered at the time of sale, citing Antidumping Duties, Countervailing Duties, 62 FR
27296, 27344 (May 19, 1997). Furthermore, Mexinox claims, even in insgtances where the
Department has stated that rebates must be accompanied by a pre-existing agreement, the Department
has been flexible in gpplying that requirement. To this end, Mexinox cites Certain Corros on-Resistant
Carbon Stedl Flat Products and Certain Cut-to-L ength Carbon Sted Plate from Canada; Final Results
of Antidumping Duty Adminidretive Reviews, 61 FR 13815, 13828 (March 28, 1996) (Certain
Corroson-Resigtant Carbon Steel Flat Products and Certain Cut-to-L ength Carbon Stedl Plate from
Canada) and Certain Corroson-Resistant Carbon Sted Flat Products from Japan: Preliminary Results
of Antidumping Duty Adminigretive Review, 63 FR 47465, 47468 (September 8, 1998) (“Corrosion-
Resstant Sted from Japan’), in which the Department granted the respondents’ reported adjustments
despite the lack of preexisting documentation because the adjustments reflected the respondents
norma business practices. Regardless of whether there is such arequirement for rebates, Mexinox
contends all of its reported home market rebates were made in accordance with pre-existing
agreements which have been placed on the record.

Stating that the focus of petitioners argument appears to be home market post-sale price adjustments,
Mexinox arguesit has provided sufficient support for al of its reported home market rebates. Pointing
to its November 5, 2002 QR at B-27, Mexinox notes it granted rebates to certain home market
customers as sdes incentives, and that it negotiated these rebates with customers prior to making the
sde. Mexinox saesit included a schedule showing the basis for, amount of, and effective date of its
home market rebates in its Attachment B-7-A of its November 5, 2002 QR and a copy of dl of the
rebate agreementsin Attachment B-31 of its April 1, 2003 SQR. Mexinox contends this
documentation illugtrates it negotiated these rebate agreements prior to making the slesto which the
rebates were applied. Mexinox states it also provided sample documentation demonstrating payment
of the rebates pursuant to those agreements, referring to Attachment B-32 of its April 1, 2003 SQR.
Mexinox holds the Department thoroughly examined and tested its reported home market rebates
during verification, citing the Sdes Verification Report at 60 and Exhibit 42.



Mexinox maintains it has aso adequately substantiated its reported home market billing adjustments.
Mexinox holds it generdly made billing adjusments to correct billing errors, but a times made such
adjustments to account for a price correction negotiated with the customer after the sdle. Mexinox
contends both its reported transaction-specific billing adjustments (i.e., those reported under
BILLADJIH) and its lump-sum hilling adjustments covering multiple transactions (i.e., those reported
under BILLADJ2H) were “clearly linked to sales of the foreign like product.” Mexinox’s Rebutta
Brief at 27. Mexinox aso asserts that sample documentation on the record establishes the hilling
adjustments were in fact paid, citing as an exampleits April 1, 2003 SQR at Attachments B-27-B
through B-27-H. With respect to petitioners argument that Mexinox' s billing adjustments were
unsubstantiated because the sample sales documentation did not include pre-existing agreements,
Mexinox argues these billing adjustments were granted to fix billing errors or to implement negotiated
post-sale price corrections and therefore were not made pursuant to any pre-existing agreement. For
example, Mexinox asserts the billing adjustment shown in Attachment B-27-E of its April 1, 2003 SQR
was made to correct an invoicing error, referring to SAB-40 of that same response. Mexinox contends
the supporting documentation provided therein congsts of an internd memorandum explaining the
customer had been charged the wrong unit price and therefore was owed a credit, as well asthe credit
note to the customer with the relevant amount. Mexinox maintains that not only would it be irrationa
for there to be a pre-existing agreement for this Stuation, there isaso no legd requirement that such an
agreement must exist in order for the Department to alow the billing adjusment. Mexinox clamsthe
Department thoroughly examined the documentation it provided with respect to home market billing
adjustments at verification and did not find any discrepancies.

Findly, regarding the argument that it must be shown billing adjustments were made in connection with
pre-existing agreements or ese respondents will be able to manipulate the dumping margin, Mexinox
asserts petitioners have not pointed to any record evidence that it has created billing adjustments for
dumping purposes. Mexinox contends it has not done so and that it made dl post-sale price
adjustmentsin the norma course of business for vaid commercid reasons.

Department’ s Position: We disagree with petitioners. The Department’ s regulations state thet in
cdculating normal value, export price, or CEP, the Department will use aprice that is net of any price
adjustment that is reasonably attributable to the foreign like product or subject merchandise. See 19
C.F.R. 8351.401(c). The Department’s regulations further define price adjustments as any changein
the price charged for subject merchandise or the foreign like product, such as discounts, rebates, and
post-sde price adjustments, that are reflected in the purchaser’ s net outlay. See 19 C.F.R.
§351.102(b).

As Mexinox points out, the Department’ s questionnaire specifically asks respondents to “{ r} eport any
price adjustments incurred for reasons other than discounts or rebates’ in the billing adjustment field.
Therefore, in accordance with the Department’ s questionnaire and section 351.401(c) of the
Department’ s regulations, for its home market sales, Mexinox reported invoicing errors and price



corrections as transaction-specific and lump-sum billing adjustments that are reasonably attributable to
the price of the foreign like product. See, eg., Mexinox’s October 10, 2002 QR at B-24-25. We
note that post-sale price adjustments such as invoicing errors and price corrections are distinct from
rebates and that by their very nature these types of post-sale price adjustments do not require a pre-
existing agreement in order for an adjustment to be made. Thus, the fact that Mexinox did not make
these adjustments pursuant to agreements concluded before the time of the saleisirrdevant. In
addition, we find no evidence on the record of this review that Mexinox reported these billing
adjustments to manipulate the dumping margin. Rather, we find that Mexinox’s granting of these podt-
sde price adjusmentsis condstent with its norma business practices. Therefore, in kegping with the
Department’ sfindingsin past cases such as Antifriction Bearings 1996-97 and Polyester Staple Fiber
from Korea, we have continued to alow Mexinox’ s reported home market billing adjustments for these
find results.

For its U.S. sdes, Mexinox reported transaction-specific billing adjustments incurred because of
invoicing errors and price correctionsin thefield BILLADJU. See Mexinox’s November 5, 2002 QR
at C-22. Like home market billing adjustments, we find these post-sde price adjustments to be distinct
from rebates, and, by their nature, to not require pre-existing price agreementsin order for an
adjusment to be granted. We aso find that Mexinox granted its U.S. billing adjustments as part of its
norma business practices. Asaresult, we have continued to use Mexinox’s U.S. billing adjustments as
reported.

Petitioners aso argue that Mexinox’ s rebates should be disalowed unlessit can be shown that they
were granted pursuant to pre-existing agreements. 1t is the Department’ s norma practice to alow
post-sale price adjustments such as rebates which reflect the respondent’ s normal business practice.
See, eq., Corrosion-Resistant Stedl from Japan at 47468. With respect to Mexinox’ s reported home
market rebates, we note the amounts reported in the home market database are cons stent with the
pre-existing agreements provided in Mexinox’s April 1, 2001 SOQR at Attachment B-31. Further, we
confirmed payment of these amounts during the ses verification. See, eq., the Sdes Verification
Report at 58 and Exhibit 42.! Therefore, we have continued to accept Mexinox's home market
rebates for these find results.

Asfor Mexinox's U.S. rebates, these were reported in accordance with the rebate authorizations
gppearing a Attachment C-28 of Mexinox’s April 1, 2003 SQR. In addition, the information we
examined at verification demongtrates payment of these rebates. We note that certain of the rebate

! Inthe Sales Verification Report at 58, we stated with respect to the home market sales trace documented in
Exhibit 42 (surprise sale #2) that “it is not clear why the rebate for the surprise sale observation would be *** per
metric ton, as opposed to just *** per metric ton,” thereby implying the reported rebate amount was incorrect.
However, upon further examination of this documentation, we note that the latter amount reflects the amount paid for
abilling adjustment, not arebate, and that the amount paid for the rebate traced to the agreement in Attachment B-31
of Mexinox’s April 1, 2003 SQR. Thisissuewas raised by Mexinox in the context of its argument regarding U.S.
billing adjustment #2 (see Comment 11 of this memorandum).
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authorizations were dated and/or signed after the start date of the effective time period of the rebate
and therefore cannot be considered pre-existing documents, and that al were internal documents. See,
e4g., the Sdes Veification Report a 61 and Exhibit 15 at S-15. It isour generd policy to alow
rebates only when the terms of sdle are predetermined in order to protect against manipulation of the
dumping margins by arespondent once it learns that certain sales will be subject to review. However,
in past cases we have aso permitted adjustments for rebates where these rebates congtituted the
respondent's normal business practice, because we were satisfied the respondent was not engaged in
the manipulation of dumping margins through the use of rebates. See, eg., Corroson-Resistant Sted!
from Japan at 47468. Here, because we find these rebates to reflect the norma course of business of
conducting ongoing price negotiations with Mexinox USA’s cusomers, we are satisfied that the
respondent is not engaged in the manipulation of dumping margins through the use of rebates.
Therefore, we have continued to alow Mexinox’s reported U.S. rebates for these fina results.

Adjustmentsto Normal Value
Comment 2: Level of Trade

Petitioners argue that Mexinox' s sdesto its home market affiliated resdller, Mexinox Trading,
condtituted a separate level of trade (“LOT”) from its sdes to other home market customers.
Petitioners dso claim that Mexinox’s sdesto Mexinox Trading and its U.S. affiliated resdller, Mexinox
USA, involved the same degree of sdlling activities and were a the same LOT. Thus, petitioners
contend aLOT adjustment can be made where norma value (“NV”) is not determined based on home
market sdesto Mexinox Trading.

Petitioners cite section 773(a)(7) of the Tariff Act of 1930, as amended (“the Tariff Act”), which
governs LOT adjustments. In order to make a LOT adjustment, petitioners contend, the Department
must first determine whether there are any differencesin LOT. Petitioners assert that in keeping with
section 773(a)(7)(ii) of the Tariff Act, these differences must be demonstrated to have an effect on
prices and must be demonstrated to affect price comparability, based on a pattern of consstent price
differences between sdes at different levels of trade in the country in which normd vaueis determined.
According to petitioners, the Department is required to probe whether there are differencesin LOT and
cannot Ssmply accept a respondent’ s reported classfications. Petitioners cite to the Statement of
Adminigrative Action (* SAA”) accompanying the Uruguay Round Agreements Act at 829 in support
of their assertion that the Department, not the respondent, has the authority to determine whether
different LOTsexist and, if so, make adjustments for these differences.  Petitioners dso quote the
preamble to the Department’ s regulations, which holds the Department “will not rely solely on sdlling
activitiesto identify levels of trade, but instead will evauate differencesin sdling activities in the context
of asdler'swhole scheme of marketing.” Petitioners Case Brief at 6, quoting Antidumping Duties;
Countervailing Duties, 62 FR 27295, 23369 (May 19, 1997).

Petitioners state that throughout Mexinox’ s questionnaire responses, such as its October 10, 2002



questionnaire response (“QR”) a A-25, Mexinox asserted dl of its home market sdeswere made a a
sngle LOT that was more advanced than the U.S. LOT. Petitioners maintain such an assertion implies
that Mexinox’'s sdesto Mexinox Trading were made at aSmilar point in the distribution chain asits
sdes to other unaffiliated home market customers, even though Mexinox and Mexinox Trading are
headquartered in the same San Luis Potod facility.

Referring to Sainless Sted Sheet and Strip in Coils from Mexico; Find Results of Antidumping
Adminidrative Review, 68 FR 6889 (February 11, 2003) (“POR2 Find Results’) and the
accompanying Issues and Decison Memorandum at Comment 3, petitioners state that during the
previous POR (“POR2") the Department agreed with Mexinox that there was only one LOT in home
market, noting it had found no record evidence to the contrary. Petitioners urge the Department to
reconsider this determination for the ingtant review. Petitioners assart the Department must evaluate
whether the record supports respondent’s claim that only one LOT exigts in the home market LOT, not
whether the record disproves such aclaim. Petitioners contend a respondent has substantia control
over the information it provides regarding the sdlling functions it performs, and will aways argue aeither
(1) that sdles used to cdculate NV occur at a more advanced point in the distribution chain than the
U.S. salesto which they are compared and thus should be adjusted downward, or (2) that no
differencesin LOT exist in the home market and therefore NV should not be adjusted.

According to petitioners, the record contains no evidence that sdles to Mexinox Trading were made at
the same advanced stage of digtribution as sesto other home market customers. Noting the
Department stated in its verification report that “selling activities carried out on sdesto Mexinox
Trading were ‘the same as those carried out on sales to other home market retailers and that such
activitieswere ‘minimd’ for sdesto Mexinox USA,” petitioners clam these assartions are not
supported by record evidence. Petitioners Case Brief a 7. Therefore, petitioners argue, the
Department must scrutinize Mexinox’ s presentation of this issue dong with the facts on the record.
Petitioners maintain any argument that Mexinox acts as a service center for its home market customers
but not for its U.S. customersisirrelevant because service center functions (i.e., ditting) are not
classfied as sdling expenses, rather, they are production-rel ated functions that have no bearing on the
LOT anadysis. Petitioners hold any differences in production-related activities are accounted for in the
Department’ s modd matching and as difference-in-merchandise adjustments.

Petitioners argue it is understandable that Mexinox would claim thereis only one LOT in the home
market because finding sales to Mexinox Trading to be at aless advanced stage of marketing would
likely result in an upward adjustment to NV. In order to find separate LOTS, petitioners contend,
“Mexinox needs to preserve thefiction that there are * substantia differencesin sdling activities
between sdlesto its two affiliated resdlersin the two markets” Petitioners Case Brief at 8, citing
section 351.412(c)(2) of the Department’ s regulations. However, petitioners assert, a comparison of
the sdlling functions carried out for Mexinox Trading to those performed for Mexinox USA nullifies
Mexinox’'s clam. Stating the Department criticized petitioners during POR2 for not examining
differences in home market sdlling functions, petitioners hold it is nonetheless meaningful to contrast the



sling activities reported for Mexinox’ s effiliated resdllers in the home market and United States. See
Id. at 9.

Referring to the Sales Verification Report dated July 31, 2003 (* Sdles Verification Report”) a Exhibit
6, petitioners note Mexinox's LOT analysis considers 17 sdlling activities. According to petitioners,
Mexinox clamed it performed only five of these functions for Mexinox USA: processing customer
orders, arranging ddivery, further processing, low-volume orders, and shipping smal packages.
Petitioners state Mexinox claimed it performed these functions for Mexinox Trading aswell as pre-sde
technical assstance, sample andysis, prototypes, technica service, price negotiations, saes cals, credit
and collection, currency risks, and warranty services. Petitioners argue there is no evidence that
Mexinox provided any of these servicesto a greater degree for its salesto Mexinox Trading than for
sdesto Mexinox USA. Petitioners contend it is especidly implausible that Mexinox provided am’s-
length price negotiations, credit and collection, and currency risks to a greater degree for its sdesto
Mexinox Trading than for sdlesto Mexinox USA. In both the U.S. and home markets, petitioners
contend, most of these services would be provided further down the distribution chain by the affiliated
redler. In making this point, petitioners refer to Mexinox Trading' s income statement, reiterating a
point madein their April 28, 2003 letter at 15-16, and cite to Mexinox’s April 1, 2003 supplemental
guestionnaire response (“SQR”) at Attachment B-37.

In addition to reviewing evidence related to salling functions, petitioners assart the Department must
aso andyze Mexinox’ s reported customer categories. Citing to Mexinox’s November 5, 2002 QR at
B-15, petitioners clam respondent labeled Mexinox Trading as a“retailer” in order to influence the
LOT andyssinitsfavor. Referring to the Sales Verification Report at 58, petitioners note the
Department referred to Mexinox Trading asan “affiliated distributor.” Petitioners contend the record
contains no evidence that Mexinox Trading sells & retall, gating “it is difficult to concelve of a‘retall’
transaction that involves sted coils.” Petitioner’s Case Brief & 9.

Petitioners maintain the Department also must contemplate whether a customer is effiliated with the
respondent, because affiliation affects the salling functions performed and the extent to which they are
performed. Petitioners contend it is unlikely that an affiliated customer would require the same degree
of servicing as an unaffiliated customer, especialy with regard to price negotiations, sdes cdls, credit
and collection, and currency risks. Petitioners argue the record contains *no hard evidence’ of these
services being provided to any degree to Mexinox Trading or any reasonable explanation as to why
Mexinox provided these services to Mexinox Trading but not to Mexinox USA. Petitioner’s Case
Brief a 10. Citing the POR2 Final Results and the accompanying Issues and Decison Memorandum at
Comment 3, petitioners hold Mexinox has admitted that credit and collection is not an issue with its
affiliates. Likewise, petitioners assart, an ffiliated resdller would likdly require less technica service
(i.e., pre-sdetechnica assistance, sample analysis, prototypes, and technica service) and fewer
warranty services than would end user customers such as origina equipment manufacturers. Despite
Mexinox’s claim that technical and warranty services are typicaly more intensve in the home market,
petitioners argue, there is no record evidence these services were actudly provided on Mexinox's sales
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to Mexinox Trading. Petitioners dam that if Mexinox is unable to identify technica services expenses
incurred in the home market, it cannot be assumed that Mexinox actualy provided technical servicesto
Mexinox Trading. Further, petitioners assert the information on the record regarding billing adjusments
and warranty claims does not demonstrate Mexinox Trading recelved advanced warranty services to
the same degree as other home market customers. Based on information on the record, petitioners
clam the Department must find that Mexinox incurred fewer sdling expenses related to credit and
collection, currency risks, technica services, and warranty clams for Mexinox Trading than for other
home market customers. As aresult, petitioners contend, this upholds the conclusions thet there are at
least two LOTs in the home market, and that Mexinox's sdesto Mexinox USA were made a the same
relatively less advanced LOT asits salesto Mexinox Trading.

Because Mexinox did not report LOT correctly and sdles Mexinox Trading and Mexinox USA
occurred a asmilar point in the digtribution chain, petitioners urge the Department to revise its
preliminary results asfollows. Firdt, petitioners contend, the Department should assign the same LOT
code to Mexinox Trading and Mexinox USA. Second, petitioners argue, the Department should
compare congtructed export price (* CEP’) sdesto Mexinox USA to home market sales to Mexinox
Trading prior to comparing CEP sdesto home market salesto unaffiliated customers, because sdesto
Mexinox Trading and Mexinox USA were made a the same LOT. [f the Department compares U.S.
sdesto home market sdes a adifferent LOT (i.e., sdlesto home market unaffiliated customers),
petitioners assert, the Department must make a LOT adjustment in accordance with section 351.412(¢)
of itsregulations. Findly, petitioners maintain the Department must diminate the CEP offset, because it
is no longer appropriate in accordance with section 351.412(f) of the Department’ s regulations.

Mexinox responds the Department’ s finding in the preliminary results with respect to LOT is congstent
with the Department’ s findings in the origind investigation and last two adminidrative reviews of
dainless sed sheet and dtrip in coilsfrom Mexico. Mexinox argues there where there have been no
factud and gatutory changes, it is the Department’ s practice to follow previous determinations for the
sake of consstency. As examples of this practice, Mexinox cites Prdiminary Results and Rescisson in
Part of Antidumping Duty Adminigrative Review: Gray Portland Cement and Clinker from Mexico, 67
FR 57379, 57380 (September 10, 2002); Prdiminary Results, Intent to Partidly Rescind and
Postponement of Find Results of Countervailing Duty Adminidrative Review: Stainless Steel Sheet and
Strip in Cails from the Republic of Korea, 67 FR 57395, 57399 (September 10, 2002); Prdiminary
Results and Rescisson in Part of Antidumping Duty Adminidrative Review: Gray Portland Cement and
Clinker From Mexico, 66 FR 47632, 47633 (September 13, 2001); and Certain Stainless Sted Buitt-
Weld Pipe Fittings from Taiwan: Preliminary Results of Antidumping Duty Adminigrative Review, 66
FR 36555, 36556 (July 12, 2001). Mexinox asserts petitioners do not point to any changesin the law
or facts but rather argue the Department failed to examine the record evidence carefully in making its
determination. Mexinox states the Department has conducted three sales verifications since the onset
of this proceeding, during which it visted Mexinox' s facilitiesin San Luis Potos and Mexinox Trading's
facilitiesin Mexico City, spoke with personnd a both Mexinox and Mexinox Trading, examined sdes
documentation, tested Mexinox’ s reported selling activities and expenses, and witnessed first hand the
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relaionship between Mexinox and Mexinox Trading. Having done this, Mexinox argues, it is hard to
understand how the Department could further evaluate the LOT issue.

Mexinox states that in the instant review, petitioners do not dispute the Department’ s determination that
Mexinox's sdesto its unaffiliated home market customers were at different and more advanced LOT
than the LOT of its CEP sdles. Mexinox cites the Prliminary Results at 47046, which discussed the
Department’ s comparison of home market and CEP sdles. Thus, Mexinox clams, the only issueis
whether sdesto Mexinox Trading were made a the same LOT asthe LOT of its other home market
sdes. Referring to the POR2 Fina Results and the accompanying Issues and Decison Memorandum
at Comment 3, Mexinox argues that during POR2 the Department compared saes to Mexinox Trading
and unaffiliated customers and found only one LOT exigted in the home market. Mexinox dams
nothing on the record warrants a different outcome in the instant review. Mexinox contends the record
in theingant review, asin the previous review, demondrates it provided the same sdlling activities a
nearly the same degree of intengity to dl of its home market customers, and therefore the Department
correctly found only one LOT in the home market.

Citing its October 10, 2002 QR at A-15, Mexinox asserts the record shows Mexinox Tradingisan
independently-operated retail distributor that buys stainless steel products from a mix of suppliers,
including Mexinox, and resdl|s this merchandise to smdl retall cusomersin Mexico. Mexinox maintains
there are no substantid differences between the pricing and sales negotiations, technica services,
customized processing, and shipping and ddivery services provided for Mexinox Trading and those
provided other home market retail customers, citing its October 10, 2002 QR at A-45. Infact,
Mexinox contends, only one sdlling activity, credit and collection, isless intense for Mexinox Trading
than it isfor its other home market retall customers due to the fact of affiliation.

According to Mexinox, petitioners arguments do not address whether there are significant differences
in the types of or degree of intengity of sdlling activities provided for sdlesto Mexinox Trading and
unaffiliated home market customers that would support afinding of two home market LOTs. Rather,
Mexinox argues, petitioners focus on the adleged smilarities between the LOTs of sales to the Mexinox
Trading and Mexinox USA. In order to perform the LOT andlys's, Mexinox contends it is necessary to
compare the LOTs of home market sdles, not to compare the LOTs of home market sdlesto the LOTs
of U.S. sdes. Mexinox's Case Brief a 14. Mexinox notesit is the Department’ s practice to examine
whether different LOTs exist within each market before comparing home market LOT(s) to the LOT(s)
of U.S. sdes, citing the POR2 Find Results and the accompanying Issues and Decision Memorandum
at Comment 3.

With respect to the argument that sales to Mexinox Trading and Mexinox USA were made a the same
LOT because both are affiliated with Mexinox, respondent asserts the record does not support such a
finding. Further, Mexinox avers, the fact of affiliation does not prove saesto Mexinox USA and
Mexinox Trading were made at the same LOT. Mexinox contends petitioners andyssfalsto
acknowledge that Mexinox USA and Mexinox Trading are very different types of customers for whom
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Mexinox must provide very different types of salling activities, and that sales to each company are made
a different stagesin the digtribution chain. Mexinox argues that Mexinox USA acts as a“master
digtribution facility and logigtica service provider for Mexinox in the United States” and therefore “the
transaction between Mexinox and Mexinox USA isvery closeto thefactory.” 1d. at 15. Mexinox
arguesthe sde from Mexinox to its U.S. dfiliate takes place before the merchandise is sold to alarge
U.S. service center or to smaller service centers or end-users, citing its October 10, 2002 QR at A-24.
Mexinox clams Mexinox USA and its service center customers, not Mexinox, provide the mgority of
the sdlling activities required by the U.S. customer. Since dl U.S. sales are trangported through the
Brownsville, Texasfacility or Laredo, Texas for warehousing or freght transfer, Mexinox maintains the
sdling functions provided on sdesto Mexinox USA are more routine and basic than those provided for
any of Mexinox’s home market sales.

Conversdly, Mexinox holds, Mexinox Trading isaretail distributor Stuated several stages further down
the chain of digtribution from Mexinox USA, immediatdly before the smal end users. With respect to
petitioners contention that there is no evidence Mexinox Trading acts as aretailer, Mexinox argues the
Department saw the retall nature of Mexinox's Trading' s operations while verifying Mexinox Trading
during the first adminigrative review of the antidumping duty order on sainless stedl sheet and strip in
coilsfrom Mexico. At that time, Mexinox contends, the Department visited the Tla nepantla warehouse
in Mexico City and saw the smdl coil sizes of in-scope merchandise dong with other products such as
angles, bar, and rod maintained in Mexinox Trading' sinventory. Mexinox asserts Mexinox Trading is
gmilar to other retallersin the home market asit isardaively smdl entity that socks materid in smal
quantities for resdle. In addition, Mexinox states, Mexinox Trading does not have the capacity to
handle magter coils, but rather purchases certain-sized coils or cut-to-length sheets dready cut by
Mexinox. For this reason, Mexinox asserts, it must provide sdling functions such as inventory
maintenance, smal volume sales, and customized processing, citing its October 10, 2002 QR at
Attachment A-4-C. Mexinox holdsit does not perform these activities in connection with its sales to
Mexinox USA.

Based on the foregoing, Mexinox urges the Department to continue to find that sales to Mexinox
Trading and Mexinox USA were made at different LOTs and to make no changesto its LOT andysis
for the find results.

Department’s Position: We disagree with petitioners. Section 351.412(c)(2) of the Department's
regulations states that the Secretary will determine sdles are made a different LOTs if they are made at
different marketing stages (or their equivalent). To make this determination, the Department reviews
factors such as sdlling functions or services, classes of customer, and the level of sdling expensesfor
each type of sde. Different stages of marketing necessarily involve differencesin sdling functions, but
differences in sdling functions, even if substantid, are not done sufficient to establish a difference in the
LOT. Smilarly, while customer categories such as"digributor” and "wholesder" may be useful in
identifying different LOTS, they are insufficient in themselves to establish that there is a differencein
LOT.
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Therefore, for these find results we have evauated factors such as sdlling functions or services,
customer classes, and the level of sdlling expenses for home market salesin order to determine whether
sdesto Mexinox Trading were at adifferent LOT than Mexinox’'s other home market sdles. In doing
30, we have found no evidence on the record demondirating any significant differences between the
services provided to Mexinox Trading as opposed to those provided to other home market customers.
Similarly we have found no evidence of any substantid differences between the levd of intendty of the
services provided to Mexinox Trading and other home market customers. These servicesinclude
technica services, warranty services, order processing, price negotiations, inventory maintenance, and
freight arangements. Specificdly, there is no evidence Mexinox provided certain technical servicesto
other home market customers that it did not provide to Mexinox Trading. Asto warranty expenses, the
information cited by petitioners regarding warranty clams and billing adjustments does not demondtrate
that Mexinox Trading did not receive warranty services to the same degree as other home market
customers (i.e., the billing adjustment fields BILLADJIH and BILLADJ2H do not reflect payments for
warranty clams). See, e.0., Mexinox’s November 5, 2002 QR at B-24-25 and B-39-40; Mexinox’'s
April 1, 2003 SOQR at Attachment B-21; and the Sdes Verification Report at 34-35. With respect to
pricing, there is no difference between the price lists used for Mexinox Trading as opposed to those
used in making sdes to other digtributorsresdlersin the home market. See Mexinox’s October 10,
2002 QR a A-46. Findly, the record dso contains no evidence suggesting any significant differences
in the freight arrangements, order processing, and inventory maintenance performed for Mexinox
Trading as opposed to other home market customers. As aresult, we continue to find there is only one
LOT in the home market. Thisfinding is congstent with our finding in the POR 2 Find Results.

Because we have continued to determine there is only one LOT in the home market, we have made no
changesto our LOT analysisfor these fina results.

Comment 3: Whether the Home Market Sales Database is Complete

Petitioners assert the Department should include in the home market database sales which were
improperly excluded by Mexinox. Petitioners contend the Department should include resdes by
Fischer Mexicana S.A. de C.V. (“Fischer Mexicand’) found by the Department at verification.
Petitioners argue the Department should aso include sdes re-exported by Mexinox USA to the home
market. Petitioners claim these re-exported sdles should be included in the home market database
because even transactions conggting of ardatively smdl quantity can be rdlevant in the dumping
andyss.

In response, Mexinox contends that neither the single invoice conssting of materia resold by Fischer
Mexicana nor the re-exported sales were improperly excluded from the home market sales database.
Mexinox contends it disclosed the Fischer Mexicana resde to the Department three weeks prior to
submitting its home market database, and the Department did not request the pertinent data. See
Mexinox's Case Brief at 17, n.23. Moreover, Mexinox holdsthat in its April 1, 2003 SOQR at SAB-3,
it certified that Fischer Mexicana had not made any other resdes of the foreign like product during the
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POR and revised the quantity resold downward. With respect to the re-exported sales, Mexinox
arguesiit reported each of these sdlesin the U.S. sdles database submitted on November 5, 2002, and
that it reported additional information related to these salesin its April 1, 2003 SQR at SAB-7 and
Attachment A-18. Mexinox asserts the Department thoroughly verified the accuracy and completeness
of thisinformation during the sdes verification, citing the Sdes Verification Report a 4-5. During
verification, Mexinox notes, it provided copies of every invoice associated with the re-exported sales
upon the Department’ s request.

Further, Mexinox argues, there is no legitimate reason for including these sales in the home market
database. Mexinox maintains the Department’ s preliminary results show that sales to Fischer Mexicana
pass the 99.5 percent arm’ s-length test. Because saes to Fischer Mexicana are comparable to sdlesto
unaffiliated parties, Mexinox contends, it is not required to report downstream sales under section
351.403(d) of the Department’ s regulations. Mexinox assertsthe relevant sdein thiscaseisthe sde
from Mexinox to Fischer Mexicana dready included in the home market database and that including the
resde would result in double-counting the sde. Mexinox dso argues the foreign like product resold by
Fischer Mexicanais outside the ordinary course of trade because Fischer Mexicana manufactures
welded stainless stedl pipe and does not resdll stainless stedl in the normal course of business. See
Mexinox's Case Brief a 19, n.29. Mexinox holds Fischer Mexicana made no other resdles of the
foreign like product during prior segments of this proceeding, and that the quantity of the resde at issue
is“microscopicaly trivid” in rdation to Mexinox' stotal sdes during that same period. |d.

Regarding the re-exported sales, Mexinox asserts these sales were made outside the ordinary course of
trade in accordance with section 771(15) of the Tariff Act. Mexinox quotes the SAA at 834, which
specifies the Department will avoid basing norma value on sales which are extraordinary for the market
in question, particularly when the use of such sleswould lead to irrationa or unrepresentative results.
Id. at n.31. Inkeeping with section 351.102(b) of the Department’ s regulations, Mexinox argues the
Department will make this determination based on an evauation of al of the circumstances particular to
the sdlesin question. Mexinox contends the re-exported sales do not represent norma home market
sdes and describes the circumstances surrounding these transactions. Mexinox clams that the ordinary
course of trade provison seeksto avoid basing NV upon saes made in such unusua circumstances and
gates the Department has even excluded U.S. sdes made under smilar circumstances, citing asan
example Find Determination of Sdesat Less Than Fair Vdue: Circular Welded Non-Alloy Sted Pipe
from the Republic of Korea, 57 FR 42942, 42949 (September 17, 1992) (“Sted Pipe from Kored').

Finaly, Mexinox holds, even if the Department determinesiits re-exported saes were made in the
ordinary course of trade, there would be no reason to include them in the home market sales database
because few, if any, would match to U.S. sdes. Referring to the description of these sdesin the Sdes
Verification Report at 5, Mexinox staesthat dmogt al of its U.S. sdes congst of prime merchandise.

Based on the above, Mexinox argues the Department should not include the resale by Fischer
Mexicana or the re-exported sales in the home market sales database for these find results.
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Department’ s Position: We disagree with petitioners. With respect to the materia resold by Fischer
Mexicana, we note that the circumstances concerning this transaction were reported in Mexinox's
October 10, 2002 QR and its April 1, 2003 SQR and therefore this transaction was known prior to
verification. Because of the inggnificance of the quantity involved, we determined to excuse Mexinox
from providing information concerning the resde of this materid.

Asto the sdles re-exported by Mexinox USA, we determine these should not be considered to
congtitute home market sales for purposes of our andysis. These sales conssted of merchandise
physicaly located in the United States that was sold by aU.S. entity. Therefore, in accordance with
section 773 of the Tariff Act, for purposes of caculating norma vaue, the Department does not
consder these salesto have been made in the home market.  Additiondly, because this merchandise
was not sold to an unaffiliated customer in the United States, we find it is appropriate to continue
treating these sdles as non-U.S. sdlesfor purposes of our anadysis.

Comment 4: Indirect Selling Expenses Incurred in the Home Market

Petitioners dlam Mexinox disproportionately allocated substantia components of itsindirect sdling
expenses (“1SES”) incurred in the home market to non-U.S. sdlling functions.  Specificaly, petitioners
contend wages, sdaries and other personnd expenses, fringe benefits, freight charges, and office
services were alocated disproportionately to non-U.S. sales. Petitioners assert that dthough the
Department found no discrepancies a verification with respect to Mexinox’ s reported amounts,
Mexinox did not provide any evidence for its disproportionate allocation to non-U.S. sdes.

Petitioners maintain the Department should not alow expenses labeed as indirect to be attributed more
to certain markets, such as the home market. Petitioners argue the expense retio for ISEsincurred in
the home market should be equivalent for dl sdesin the home, U.S,, and third country markets, and
that the burden rests on the respondent to establish why the Department should permit a
disproportionate alocation of expensesto home market sdes. Simply recording an expensein anon-
U.S. account should not be enough to warrant an alocation of the expense to anon-U.S. market,
petitioners claim, because recording expenses in this manner is biased and can be doctored to affect the
dumping andyss. Petitioners argue the Department should assume that expenses incurred by
Mexinox’'s San Luis Potos gaff are attributable equaly to dl sdes unlessthey can betied to specific
sades asdirect sdlling expenses or movement expenses. Therefore, petitioners assert, the Department
must compute asingle ratio for ISEsincurred in the home market.

Mexinox responds it has correctly reported and provided support for its | SEs incurred in the home
market, and that the Department has verified the accuracy and reasonableness of its reporting
methodology. Additionaly, Mexinox contends, petitioners do not cite any statutory or Departmental
precedent in making their argument. Mexinox clamsthere is no vdidity to the argument that ISEs
accrue equaly across dl markets, sating “the entire structure of the Department’ s margin caculations
(including, notably, the LOT andysis) is based on the redlity that selling functions (direct and indirect)
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can, and do, vary consderably across markets” Mexinox’'s Rebuttal Brief at 29. Mexinox argues the
high home market and minima U.S. sdlling expenses reflected in the | SE ratios are reasonable in light of
the subgtantia differencesin the sdling expenses and degrees of slling activity reated to sdesin the
home and U.S. markets. Mexinox assarts it performs only minima sdlling activities in the home market
on its sdesto Mexinox USA, as the Department has found in prior segments of this proceeding.
Mexinox holdsthisis the case because most of the selling activities related to U.S. sdles are carried out
a Mexinox USA’s Chicago and Brownsville, Texas facilities, whereas dl of the sdlling functions
connected with the home market and third country saes are performed in Mexico. See Mexinox's
Case Brief at 30.

Mexinox maintainsit is not unusud to attribute certain categories of 1ISEsto sdesin certain markets,
gtating such treatment of indirect expenses does not render them direct expenses. Mexinox holds
sling expenses may be conddered indirect if they do not differ with the level of sdlesor if the expenses
cannot be linked to the sles being reviewed. Asaresult, Mexinox argues, selling expenses such as
sdesmen’s sdaries and office overhead are typically classfied asindirect because they are incurred
regardless of the number of sdes made. Nevertheless, Mexinox claims, this does not mean such
expenses cannot be attributed to specific markets. Like most companies, Mexinox asserts, it organizes
its sales operations by product and market and structures its accounting system to record the
corresponding sdling expensesin separate accounts or cost centers. Mexinox maintainsit is not the
Department’ s policy to encourage respondents to ignore market-specific differences when determining
ISEs. Mexinox contends that even in instances where accounting records do not capture market-
specific differences, the Department has permitted other alocation methodol ogies such as department
head count to attribute expenses to different markets. See Mexinox’s Case Brief a 31, citing Find
Determination of Salesat Less Than Fair Vaue: New Minivans from Japan, 57 FR 21937 (May 26,
1992). Smilarly, Mexinox cites Sted Pipe from Korea at 42947, asserting the Department disagreed
with petitioners argument that the respondent’ s reported home market 1SEs were incorrect because
they were not amply alocated over tota sdesvaue.

To determineits ISES, Mexinox argues it relied first on market-specific cost centersin its accounting
records, and where market-specific identification was not possible (i.e., for generd expenses), Mexinox
alocated these genera expenses based on sdlesvaues. For example, Mexinox states, to caculate
DINDIRSU it began with the pertinent U.S. market cost center and then examined each expense
account within that cost center to determine whether it was specific to the U.S. market or a generd
expense to be dlocated over al markets. Mexinox notesit used the same methodology to identify
home market and third country sdlling expenses. During verification, Mexinox contends, the
Department examined each of its market-specific identifications and generd dlocations at the individud
account level and requested certain support documentation. 1n doing so, Mexinox clams, the
Department did not find any discrepancies or disproportionate allocations.

Mexinox asserts the expense amounts alocated to the home market are reasonable and judtifiable. For
ingance, Mexinox holds, it first identified wages, sdaries and other personnd expenses and fringe
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benefits that could be attributed to specific markets by cost center, and then alocated genera expenses
by relative sdesvaue. Mexinox argues the Department thoroughly verified the category wages,
sdaries and other personnel expenses and found no discrepancies. See Mexinox’s Case Brief a 33.
Further, Mexinox argues, the resulting ratio of home market ISEsislogicd given the sdling functions
performed in Mexico on home market sales.

With respect to the freight expenses attributed to third country sales, Mexinox arguesit did not smply
dlocate these expenses but rather first identified those expenses which directly related to third country
sdes. Mexinox mantainsit is not unusud for freight expenses for third country sdesto be substantiad
compared to U.S. and home market sales, because third country exports require additiona freight (i.e.,
ocean shipment). Mexinox camsthisis evidenced by the information examined by the Department in
Sdes Veification Exhibit 37, which demongrates that most of the third country freight can be tied
directly to third country sdes.

Findly, regarding petitioners clam that Mexinox did not dlocate any amounts for “Office Services and
Expenses’ to U.S. sdles, Mexinox states it included office expenses under the category “legd
expenses” Mexinox explains tha the amount designated as U.S. market legal expenses on the
summary worksheet can be traced to page S-4 of Sales Veification Exhibit 37, which shows these
expenses were reported in its accounting system as “ Office Services and Expenses.” Therefore,
Mexinox holds, it is not true that no office services and expenses were attributed to U.S. market sdles.

Based on the foregoing, Mexinox urges the Department to regject petitioners arguments regarding its
|SEs incurred in the home market.

Department’s Position: We agree with Mexinox. In the instances where respondent allocated | SES
on abasis other than sales value, it was reasonable to do so. The Department’ s regulations state that
when reporting alocated expenses and price adjustments, the alocations should be cal culated and
reported on as specific basis as possible. See 19 C.F.R. 8351.401(g)(2). Mexinox first identified
expenses that were specific to certain markets using its cost center designations and then alocated the
remaining expenses on the basis of rdlative sdesvalues. For example, to dlocate sdaries, wages, and
other personnel expenses to the U.S. and home markets, Mexinox first determined which expenses
pertained to each market on the basis of market-specific cost centers, and then attributed those
expenses which were generd in nature based on rdlative sdesvadue. Similarly, Mexinox relied on its
cost center designations to attribute freight expenses to the home, U.S,, and third-country markets
rather than smply dlocating dl freight expenses over rlaive sdesvadues. Findly, we agree with
Mexinox that it did alocate an amount for office servicesto U.S. sdes. Thus, we find Mexinox's
alocation methodology, which we examined at verification, to be non-digtortive. See the Sdes
Veification Report at 36-38 and Exhibit 37. Moreover, petitioners have not provided any support for
their claim that Mexinox’s | SE cdculations have resulted in disproportionate dlocations. Therefore,
because we have determined that Mexinox has reported its I SEs incurred in the home market in
accordance with section 351.401(g)(2) of the Department’ s regulations, we have continued to accept
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Mexinox's ISEsincurred in the home market as reported for these final results.
Comment 5: Treating Certain Home Market Adjustments as Commissions

Petitioners note Mexinox reported a certain percentage amount under the variable HANDLEH
representing payment to Mexinox Trading for warehousing and distribution services. Citing the list of
actua expenses incurred by Mexinox Trading included a Attachment B-37-B of Mexinox’s April 1,
2003 SQR, petitioners gate the expense amounts recorded under “warehouse rent” and “freight” equa
acertain percentage of total sales. In cases where affiliated-party commissions are present, petitioners
assert, the Department’ s standard practice is “to require that the affiliate report its actua expenses
rather than the transfer payment between the effiliates.” Petitioners Case Brief a 19, referring to the
fiddd “Commissons’ in the Department’ s Sandard questionnaire. Petitioners claim that whether such a
payment is classfied as acommisson, handling feg, etc. isirrdevant to determining whether the
payment condtitutes a bona fide transaction. Nevertheless, petitioners maintain, the fact that the amount
paid to Mexinox Trading for handling services was cal culated as a percentage of the price implies that
the payment is actualy acommisson. Petitioners argue that afee paid to account for warehousing and
distribution should be determined based on a fixed amount per ton, as opposed to commissions, which
are normally computed as a percentage of the sdlesvaue. Asaresult, petitioners contend the
Department should diminate the amount reported under HANDLEH and reca culate Mexinox’s
handling expenses as the ratio of Mexinox Trading's actud warehouse and freight expenses to Mexinox
Trading stotd sales. For sales where handling charges were origindly reported, petitioners maintain,
the Department should then multiply the revised ratio by the net price and set the fiddld COMMISH
equal to the revised amount.

Citing the Sdes Verification Report at 54-55, petitioners hold the Department obtained information a
verification regarding certain payments reflected in the fiedld BILLADJ2H. Petitioners argue these
payments should be treasted as commissions, and thus, for those sales for which these payments were
made, the Department should set the variable COMMISH equa to BILLADJ2H and BILLADJ2H
equa to zero. In addition, petitioners contend, the Department must apply a commission offset where
NV includes acommission.

With respect to the fee paid to Mexinox Trading for certain handling services, Mexinox contends
petitioners arguments are groundless and therefore urges the Department to reject them. Mexinox
asserts the amounts at issue do not condtitute sales commissions but rather are service fees for expenses
that are primarily movement-rdlated and adminigtrative in nature. Mexinox argues “[slades commissons
are payments that are made to a sdlesman in exchange for the salesman’ s soliciting, negotiating, and
ddivering sdes on behdf of the principd.” Mexinox’'s Rebuttal Brief & 35. Mexinox mantans the
service fees paid in this case pertain mostly to movement-related services st forth in the handling
agreement between Mexinox and Mexinox Trading. Referring to the Sdes Verification Report a 30
and Exhibit 16 a S-3to S5, Mexinox states these movement-related services include delivery,
warehousing, and administrative services. Referencing the handling agreement at Attachment B-37-A
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of its April 1, 2003 SQR, Mexinox clams the reationship between Mexinox and Mexinox Trading and
the functions performed are in line with afreight, Sorage, and handling service provider rather than a
commissioned sales agent. According to Mexinox, the fact that it has agreed to pay Mexinox Trading
based on a certain percentage of the invoiced vaue does not change the nature of the services provided
or the relationship between the parties.

Furthermore, Mexinox avers, its payments to Mexinox Trading were at am’ s-length. Mexinox argues
the record contains evidence it had previoudy paid asmilar percentage fee to an unaffiliated provider
for essentidly the same handling services, citing the Sdes Verification Report a 31 and Exhibit 16 at S
3910 S41. Mexinox assertsit aso furnished evidence that the fees paid to Mexinox Trading for the
services provided were consstent with Mexinox Trading's actud expenses, citing Attachment B-37-B
of its April 1, 2003 SQR. Noting that Mexinox Trading’s actua warehousing and freight expenses are
equd to acertain percentage of Mexinox Trading' s sdes, Mexinox cdams thisfigure is understated
because it excludes adminigrative expenses related to forwarding orders, making ddivery arrangements
with Mexinox Trading’s own trucks, processing of third party freight invoices, and collecting payments
from customers. If one were to assume that “ Office Services & Expenses’ completely captured all
such adminidrative expenses, Mexinox argues, the ratio of freight, warehousing, and adminigrative
services to saleswould incresse.

Regarding the certain payments reflected under the field BILLADJ2H which petitioners contend should
be treated as commissions, Mexinox assarts there is no basis upon which to classfy these payments as
commissions. Mexinox reiterates that sdes commissons are payments made to salesmen in return for
services provided on behdf of the principd. Citing proprietary information at page SAB-42, n.17 of its
April 1, 2003 SQR and referring to home market pre-select sdle #3, Mexinox discusses the
circumstances surrounding these payments, noting the payments are not made to compensate for selling
services.

Department’ s Position: We agree with petitionersin part. Regarding the handling fee paid to Mexinox
Trading, we disagree with petitioners that this payment condtitutes a sdes commisson. Thefeein
guestion does not have anything to do with selling the merchandise, but rather with movement and
digtribution of the merchandise. See, e.0., Mexinox’s April 1, 2003 SQR at Attachment B-37-A and
the Sales Verification Report a 30-32 and Exhibit 16. Therefore, we find these expenses are properly
classified as movement expenses.

However, we agree with petitioners that we should calculate HANDLEH using the actua expenses
incurred by Mexinox Trading rather than the fee reported by Mexinox, as the Department’ s practiceis
to calculate expenses based on the actud amounts incurred rather than the amounts transferred to an
affiliated party. While Mexinox argues the record contains information related to afee paid to an
unaffiliated provider for smilar handling services which shows the handling fee paid to Mexinox Trading
was a arm’ slength, we find that the lapse in time since the fee was paid to the unaffiliated provider
renders this information ingpposite.  Therefore, for these find results, we have recaculated Mexinox's
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HANDLEH expense usng Mexinox Trading's actud warehousing and freight expenses as reported in
Attachment B-37-B of Mexinox’s April 1, 2003 SQR. We have not included “ office services &
expenses’ in our recalculation of handling expenses because these expenses are properly considered as
adminigrative expenses, not movement expenses. For more details regarding our recaculation of
Mexinox’'s handling expenses, see the Department’s Find Andysis Memorandum, dated February 3,
2004.

With respect to payments reflected under BILLADJ2H which petitioners argue should be classified as
commissions, we disagree with petitioners assertion that these are properly treated as commissions.
Again, the payments in question do not have anything to do with selling the merchandise. Thus, we
have continued to accept these amounts as reported for the fina results.

Adjustmentsto United States Price
Comment 6: U.S. Indirect Selling Expenses

Petitioners contend Mexinox’s U.S. I1SES (INDIRSU) have been understated because raw materia
(i.e., hotband) transfers from Mexinox USA to Mexinox were incorrectly included in the denominator
of the U.S. ISE ratio. Petitioners argue Mexinox USA had a very limited role in sdling hotband to
Mexinox. Specificaly, petitioners hold, Mexinox USA did not take title to the materids or assume any
risk, and acted mainly as afacilitator or freight forwarder/broker for the sde. Petitioners maintain the
record shows Mexinox USA has consstently played aminor role in Mexinox’s raw materia purchases.

According to petitioners, U.S. generdly accepted accounting principles (*GAAP’) rules require that
snce Mexinox USA had such alimited role in selling hotband to Mexinox, those transactions should be
vaued “basad only on the net revenue to Mexinox USA (rather than the gross value of the ‘sal€ toits
affiliate).” Petitioners Case Brief at 21. Petitionersrefer to ther letter dated January 22, 2003, in
which they discussed the gpplicable GAAP principles. Petitioners note the value of Mexinox USA’s
reported tota sales and the value of its sdles to unaffiliated parties. Petitioners argue the Department
should revise the denominator of the U.S. ISE ratio to include only the value of sdesto unaffiliated
parties, and to exclude the vaue of hotband sales, snce Mexinox USA assumes no risk in purchasing
and resdling hotbands to Mexinox.

Petitioners contend Mexinox’s U.S. | SEs are dso understated because of the omission of severa
sling expenses from the numerator of the U.S. ISE ratio.  Firg, petitioners claim, Mexinox USA’s
bad debt provison for the period January to September 2001 has been improperly excluded from the
numerator of the U.S. ISE ratio. Furthermore, petitioners maintain, Mexinox offset its bad debt
provisgon by an amount for bankrupt customers but has not reconciled thisfigure to its financid
satements. Petitioners state Mexinox appears to have argued that the WTO dispute settlement panel

decisonin United States — Anti-Dumping Measures on Sainless Sted Platein Coils and Stainless Sted
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Sheet and Strip in Coils from Korea, WT/DS179/R (adopted February 1, 2001) (“United States -
Stainless Sted”) indicates that adjustments may not be made for unforeseen bankruptcies. Petitioners
Case Brief at 22. According to petitioners, the WTO dispute settlement pandl in United States -
Stainless Sted examined the Department’ s treetment of costs pertaining to unpaid saes as direct sdlling
expensesin Notice of Final Determination of Sdes at Less Than Fair Vaue: Stainless Sted Sheet and
Strip in Coils From the Republic of Korea, 64 FR 30664 (June 8, 1999) (“Sainless Sted Sheet and
Strip from Korea Find Determination’). Petitioners assert they are not proposing the unpaid amounts
be considered as direct selling expenses, but rather that the numerator of the | SE ratio include the bad
debt provisonsthat were actualy reflected in Mexinox USA’s norma books and records. Petitioners
argue that bad debt expenses are indirect selling expenses within the meaning of section 772(d)(1)(D)
of the Tariff Act that must be consdered in computing CEP. Petitioners clam that Mexinox’sincluson
of abad debt provison in its home market | SEs establishes that “accounting for bad debt is a normal
procedure in both the { ¢} Mexico and the United States.” Petitioners Case Brief at 24, n.8.
Petitioners aver the Department cannot legally congtrue the decison in United States - Stainless Stedl as
outright precluding consideration of bad debt. Therefore, petitioners urge the Department to include the
entire amount of Mexinox USA’ s bad debt expenses, with no offsets, in the U.S. ISE numerator.

In addition, petitioners contend, Mexinox overdtated the offset for “ Other expenses (Schedule 12)”
included in the numerator of the U.S. ISE ratio. Petitioners argue the Department found at verification
that this offset was overstated by an amount representing overpayments by ThyssenKrupp Nirosta
North America, Inc. (“TKNNA”") for services provided by Mexinox USA. Asaresult, petitioners
maintain, this offset should be limited to the amount origindly reported less the amount of the
overpayment. Petitioners also assart this offset should be reconciled to a certain expensein Mexinox's
fisca year 2001 and 2002 financia statements.

Third, petitioners hold, Mexinox aso omitted from the U.S. ISE ratio a certain expense of proprietary
nature. Petitioners Case Brief at 24-25. Petitioners assert the Department should include a portion of
this expense in the U.S. |SE numerator.

Finally, petitioners argue the amount labeled as *less storage” was not reconciled to Mexinox' s financid
gatements nor was any explanation given. Petitioners maintain this offset seems to pertain to revenue
from storage fees paid by Mexinox USA’s parent for raw materidsin trangt. Petitionersclamitis
inappropriate to offset the numerator of the U.S. ISE ratio by this amount because storage-related
expenses have been excluded from Mexinox USA’s sdlling, generd and adminigtrative expenses.

In conclusion, petitioners urge the Department to recaculate the U.S. 1SE ratio by including only sdes
to unaffiliated parties in the denominator and including those expenses ingppropriately excluded from
the numerator.

Mexinox retorts petitioners are incorrect in asserting Mexinox USA’ s hot band salesto Mexinox are
not properly categorized as sdes. Mexinox contends that Mexinox USA’ sfinancia statements treet its
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hot band salesin accordance with U.S. GAAP. According to Mexinox, the fact that Mexinox USA’s
independent auditors certified itsinternd financid statements, thereby accepting the classfication of the
hot band transactions as “sdes” strongly indicates such treetment is in conformity with U.S. GAAP.
Mexinox clams that “any guidance provided by Financid Accounting Standard’s Board (“FASB”)
Emerging Task Force (“EITF’) Ruling 99-19, on which Petitioners gppear to rest their entire argument,
was presumably considered by Mexinox USA’s auditorsin conducting their audit” and no evidence
exiss to suggest otherwise. Mexinox's Rebuttd Brief at 41. Evenif petitioners interpretation of
GAAP were correct, Mexinox argues, it is clear from the facts that Mexinox USA’ s hot band sales
should be treated as sdles. According to Mexinox, Mexinox USA acted as more than afreight
forwarder. Mexinox maintains Mexinox USA purchased the raw materias from the supplier for itsown
account, paid the supplier in full for the amount invoiced, and then re-sold the merchandise to Mexinox.
Respondent claims freight forwarders do not typicaly purchase merchandise for their own account and
then resd| it. In addition, Mexinox holds, Mexinox USA performed various salling functionsin
conjunction with the hot band resdes, such as receiving the materid, storing it, arranging ddivery to
Mexinox, and collecting payment from Mexinox. Mexinox contends Mexinox USA expended
sgnificant resources and personnd in providing these services. Becauseit is correct under U.S. GAAP
to include Mexinox USA’s sdles of hot band to Mexinox in U.S. ISES, Mexinox holds, the Department
should not adjust the denominator of the U.S. ISE ratio.

With respect to bad debt expenses, Mexinox argues petitioners andyss contains severd factua errors.
Firgt, Mexinox holds, petitioners have double-counted Mexinox USA’ s bad debt expenses by summing
the bad debt expenses shown in Mexinox USA’s income statement and the extraordinary bankruptcy-
related bad debt expenses subtracted from total 1SEs. Mexinox contends the total bad debt expenses
recorded in Mexinox USA’sincome statement is a net figure comprising both the extraordinary
bankruptcy-related expenses and ordinary bad debt expenses related to other customers. Asaresullt,
Mexinox asserts, the amount reported on the income statement aready accounts for the full amount of
Mexinox USA’ s bad debt expenses during the POR. Mexinox argues petitioners are wrong in arguing
the bankruptcy-related expenses were not reconciled to Mexinox USA’sfinancid statements, stating
that a verification the Department examined the provisions posted by Mexinox USA for the cusomers
bankruptcies and traced certain of the monthly provisonsto its generd ledger.

Mexinox maintains petitioners have aso incorrectly argued Mexinox is opposed to including any bad
debt expensesin the | SE ratio and did not account for such expensesin the ingtant review. Rather,
Mexinox claims, it does not disagree with the inclusion of norma bad debt expensesin the ISE ratio,
gating it has included the full amount of the norma bad debt expenses pertaining to dl other U.S.
cusomersinthe U.S. ISE ratio. Mexinox notes that, as petitioners have acknowledged, it hasincluded
norma bad debt expensesin its calculation of the U.S. ISE ratio. Thus, Mexinox asserts, the only issue
here iswhether extraordinary bad debt expenses related to bankrupt customers should be included in
U.S ISEs

Mexinox contends that making an adjustment for such unanticipated expenses would be unlawful and
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contrary to the Department’ s practice. According to Mexinox, the Department gpplied this principle in
Notice of Amendment of Find Determinations of Sadles at Less Than Fair Vaue: Sainless Sted Platein
Coails From the Republic of Korea; and Stainless Sted Sheet and Strip in Coils from the Republic of
Korea, 66 FR 45279 (August 28, 2001) (“Sainless Sed from Korea Amended Final Determination’).
In that case, Mexinox states, a respondent made alarge number of sdlesto aU.S. customer that
unexpectedly went bankrupt and thus made no remuneration for the sdles. Mexinox notes the
Department had treated the unpaid sdles as adirect sdlling expense and dlocated the unpaid sdes (i.e.,
bad debt expenses) over dl U.S. sdesin the Stainless Sted Sheet and Strip from Korea Find
Determination However, Mexinox holds, the Department modified its methodology after the WTO
dispute settlement pand determined in United States - Stainless Sted! that adjusting the U.S. sdles price
for the unpaid sdleswould be incompatible with Article 2.4 of the WTO Antidumping Agreement.
Citing paragraph 6.100 of United States - Stainless Stedl, Mexinox maintains the Panel acknowledged
“the impropriety of generating dumping margins by making adjustments to the U.S. price for bad debt
expenses incurred in connection with entirely unforeseeable events; costs that could not possibly have
been built into the sales price by the sdller.” Mexinox’'s Rebuttad Brief a 45. Mexinox argues that to
implement the Pand’ s decision, the Department amended its find determination by not congidering in
the dumping margins the U.S. customer’ sinahility to pay for the sdes at issue.

Mexinox clams the Department has followed the same principle in other cases. Mexinox citesasan
example Notice of Fina Determination of Sdles at Less Than Fair Vaue and Critica Circumstances.
Certain Cold-Rolled Carbon Stedl Hat Products from the Netherlands, 67 FR 62112 (October 3,
2002) and the accompanying Issues and Decison Memorandum at Comment 9 (“Caold-Ralled from the
Netherlands’), which also involved bad debt expenses due to the bankruptcy of one of the

respondent’ s customers. Mexinox argues the Department relied on the Stainless Stedl from Korea
Amended Final Determinationin that case, stating it was necessary to consider whether an amount of
bad debt expense could be reasonably anticipated based on the historical experience of the company.
Mexinox’s Rebuttal Brief at 46, quoting Cold-Rolled from the Netherlands at 62112 and the
accompanying Issues and Decison Memorandum at Comment 9. According to Mexinox, in Cold-
Roalled from the Netherlands the Department determined the bad debt expenses were somewhat
predictable, as the respondent was a joint venture owner of the bankrupt company and had admitted its
awareness of the customer’ s pending bankruptcy when it made the sdes. In addition, Mexinox dtates,
the respondent in that case maintained a bad debt account in which it included a provison for the
unpaid sdles. Asaresult, Mexinox contends, the Department made an adjustment reflecting the
provisioned amount.

Mexinox contends the reasoning employed in the Stainless Stedl from Korea Amended Fina
Determination establishes that extraordinary bankruptcy expenses should be excluded from the margin
cdculdion in the ingtant review. Like the Stainless Sted from Korea Amended Finad Determination,
Mexinox argues, the bankruptcies in the ingtant review were unanticipated and could not have been
expected when Mexinox set its prices. Mexinox states the bankruptcies occurred as a result of
unprecedented events, including the September 11 attacks and their subsequent effect on the economy
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in generd and the sted indudry in particular. Mexinox asserts those events caused many previoudy
viable U.S. companiesto discontinue their operations. Further, Mexinox contends, there was nothing in
Mexinox’s history with the bankrupt customers to warrant concern. Mexinox clams that before these
customers went bankrupt, they had exemplary payment histories that could not have reasonably led
Mexinox to think they were credit risks. Citing Sales Verification Exhibit 35 at S-18-19, Mexinox
discusses the payment history of the largest customer who went bankrupt, stating this customer had an
exceptiona payment history up to the moment it declared bankruptcy. Stating that Sdes Verification
Exhibit 35 at S-21 compares this customer’ s payment history with that of other smilarly-sized U.S.
service centers, Mexinox avers there was nothing in this customer’ s payment higtory indicating it should
have been concerned about the company’ s ability to pay for its purchases. Indeed, Mexinox argues,
there was nothing in its experience with this customer that would have prompted it to create a provison
for unpaid sdlesin its bad debt account. Mexinox cites the Sdles Verification Report a 50 and Exhibit
35 at S9, which refersto Mexinox USA’s current accounting policy for determining the bad debt
provison for any given month, and then, pointing to Saes Verification Exhibit 35 a S-20, argues the
chart of rolling six-month turnover averages for this cusomer demondtrates this cusomer’s average
receivables turnover was well beow Mexinox USA’ s threshold in each of the nine months before
bankruptcy.

Mexinox aso contends Mexinox USA'’s higtorical bad debt experience gave it no reason to increase its
prices as a buffer againgt bankruptcy expenses. Citing the amount of bad debt expensesincurred in
each of the years from 1993 through 2000, Mexinox argues its subsidiary incurred no bad debt
expensesin most years and notes the average debt incurred for the period. Based on thisinformation,
Mexinox maintains, it would have been ridiculous to anticipate that in 2001 it would incur these
extraordinary bad debt expenses, which amounted to more than the bad debt expensesincurred in any
of the years from 1993 through 2000. Mexinox clamsits 2001 normal bad debt expenses were
consistent with the bad debt expenses incurred in previous years, and asserts it was reasonable to
anticipate those bad debt expenses, which were taken into account in the margin caculaion. Mexinox
maintains the Department’ s practice isto calculate | SEs based on actud period expensesin calculating
|SEs, and holdsthat if the Department finds its 2001 norma bad debt expenses to be unrepresentative
of historica bad debt expenses, the Department should use Mexinox’ s actual average norma bad debt
expense for the 1993-2000 period.

Mexinox asserts the Stainless Sted from Korea Amended Find Determination is not ingpplicable to the
ingtant review because it dedlt with the treatment of extraordinary bad debt expenses as direct sdlling
expenses as opposed to indirect saling expenses. Mexinox clams that neither the WTO pand’s
decison nor the Department’ s amended find determination indicates the legal analyss gpplied thereinis
limited to direct selling expenses. Instead, Mexinox contends, “the Pand’ s reasoning — and its focus on
whether the bankruptcies could be reasonably anticipated by the sdler and therefore taken into account
when prices were being set —is obvioudy equally gpplicable in the context of U.S. indirect sdling
expenses” Mexinox's Rebuttd Brief a 50. Mexinox aso holds the Department recognized in the
Sanless Sted from Korea Amended Find Determination that the WTO pand’ s decision “ barred
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making any price adjustment for the unforeseen bankruptcy-related expenses and diminated the
expenses entirdy from the margin cdculaion.” Id.

In conclusion, gating that dumping caculations seek to quantify internationa price discrimination at a
fixed point in time, Mexinox contends there were factors beyond its control when it set pricesfor the
customers who subsequently went bankrupt that cannot be deemed part of that price discrimination.
Mexinox holdsthisis true whether the sdle is made in the home market or United States and therefore
urges the Department to consider its precedent in the context of home market sdlesin making its
decison. Mexinox argues it would be contrary to law and aso bad policy for arespondent to use
unanticipated home market bankruptcies to eiminate dumping margins. Based on the foregoing,
Mexinox contends the Department should continue to exclude extraordinary bad debt expenses from
the numerator of the U.S. ISE rétio.

With respect to the offset included in the ISE numerator for “ Other Expenses (Schedule 12),” Mexinox
dates this amount is mainly attributable to payment received from TKNNA for various adminigrative
services provided by Mexinox USA, citing the Sales Verification Report at S-46-47. Mexinox
contends the Department’ s verifiers did not find the service payment to be overstated. Rather,
Mexinox holds, petitioners have misread the Sdes Verification Report as the related documentation is
complex and the “ Department’ s write-up inadvertently ascribed the balance at issue to an over-
collection ‘for the services provided.”” Mexinox’'s Rebuttal Brief a 52, citing the Sdes Verification
Report at S-47. Mexinox clams the related documentation actualy demongtrates the amount at issue
did not result from over-collection of the service fee but instead is reated to another scenario. In
addition, Mexinox argues, it reconciled Mexinox USA’s | SEs to its audited financid statements and the
Department found no discrepancies, referring to the Sdes Verification Report at S-46-47. Sincethe
amount at issue does not pertain to the amount owed (and paid) for the adminidrative services as
booked and reported, Mexinox asserts there is no reason to reduce the reported offset.

Regarding the certain expense of a proprietary nature that petitioners assert should be included in the
U.S. ISE ratio, Mexinox refers to the description of this expense contained inits April 1, 2003 SOR at
SC-28. Mexinox asserts petitioners do not cite any information negating this description. Mexinox
argues the amount at issue relates to genera corporate activities and is correctly excluded from
Mexinox USA’s |SEs as it does not pertain to “commercid activitiesin the United States’ within the
meaning of section 351.402(b) of the Department’ s regulations. Mexinox cites as an example of the
Department’ s precedent Antifriction Bearings (Other Than Tapered Roller Bearings) and Parts Thereof
from France, Germany, Italy, Japan, Romania, Sweden, and the United Kingdom; Fina Results of
Antidumping Duty Adminidrative Reviews, 64 FR 35590, 35618 (July 1, 1999) (“Antifriction Bearings
1997-98").

Lastly, with respect to the storage expenses excluded from the | SE numerator, Mexinox argues the
amount at issue was reconciled to Mexinox USA’strid baance during the discusson of handling and
storage expenses (i.e.,, USWAREHU) at verification. Mexinox asserts the Department should
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therefore rgect petitioners argument regarding the excluded storage expenses.

Department’ s Position: We agree with petitionersin part. First, consistent with the methodology
employed in the POR2 Final Results, we agree with petitioners that sales of raw materias should be
removed from the denominator of the ISE ratio. Although Mexinox USA’s auditor separated sdesto
“Parent and affiliates’ from salesto “ Third parties” Mexinox USA’s sales of raw materiasto its parent
can be congtrued as an intercompany transfer of merchandise, as they involve only aroutine transfer of
merchandise. Mexinox USA’sraw materid trandfers to Mexinox therefore are distinguishable from its
sdes of finished goods to both affiliated and uneffiliated customers, since the latter require amuch
greater degree of sdlling activity. Based on information contained in Sdes Verification Exhibit 33 at
pages S-2 to S-6, we have identified the value of Mexinox USA’s raw materid transfers to Mexinox
for the POR, and for these fina results we have removed the value of Mexinox USA’s raw materid
transfers from the denominator of U.S. ISES. Moreover, as noted in the Sales Verification Report at
46, Mexinox USA’s U.S. ISE numerator reflects expenses incurred in selling both raw materias and
finished goods. While we deem it ingppropriate to assign an equa amount of indirect selling expenses
to the affiliated transfers of raw materias as compared to sdes of finished merchandise, we must
attribute some of these expenses to afiliated transfers of raw materids. Thus, consgtent with the
methodology used in the POR2 Find Results, we also have reduced the numerator of the | SE ratio by
an amount attributable to the expenses incurred by Mexinox USA in sdlling these raw materiasto
Mexinox. We have caculated this amount based on the commission fee charged by Mexinox USA to
Mexinox on these sdes. See the Department’s Final Analysis Memorandum, dated February 3, 2004,
for more information regarding our recalculaion of U.S. ISEs.

With respect to bad debt, we agree with petitioners insofar that bad debt expense should be included in
the margin calculation. However, congstent with our practice, we must first consder whether we can
determine an amount of bad debt expense that could be reasonably anticipated based on the historica
experience of the company. See, eg., Stainless Sted from Korea Amended Find Determination at
45282 and Cold-Ralled From the Netherlands at 62112 and the accompanying Issues and Decison
Memorandum at Comment 9. The record indicates that Mexinox USA did have a bad debt account
and therefore did expect to incur some bad debt during the POR. See, eq., Mexinox’s April 1, 2003
SOR at Attachment C-34-A and Sdes Verification Exhibit 35 at S-33to S-34. In addition, the
record shows Mexinox USA experienced bad debt in years prior to the POR. See Sdes Veification
Exhibit 35 at S-25. Thus, we find that an adjustment for bad debt is warranted based on Mexinox
USA’s historical experience. We are basing the bad debt expense on the actua bad debt incurred by
Mexinox USA during the five years prior to the POR. Because we have based this amount on the bad
debt incurred on dl sdes, which would include both subject and non-subject merchandise, we have
included this amount in the numerator of the U.S. ISE calculaion. For more information regarding this
cdculation, see the Department’ s Final Analysis Memorandum, dated February 3, 2004.

Regarding the offset for “ Other Expenses (Schedule 12),” we disagree with petitioners that this offset
was overdated by a certain amount representing overpayments by TKNNA for services provided by
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Mexinox USA. During the sdes verification, we traced the amounts received from TKNNA during the
POR for adminigtrative services provided by Mexinox USA to an account reflecting intercompany
transfersfrom TKNNA. See the Sales Verification Report a 47 and sales verification Exhibit 33 a S
2810 S-36. Asnoted a page 47 of the Sales Verification Report, this account aso reflected other
bookings, including bookings labeled as* Collections KTNNA Customers.” Although we stated in the
Sdes Veification Report that the ending balance of this account represented overpayments by
TKNNA, upon further review of the account detail included in sales verification Exhibit 33 a S-32 to
S-36 we note that this amount is not attributable to overpayments for services provided but rather is
attributable to other bookings.  In other words, the amount at issue has nothing to do with
overpayments by TKNNA for services provided. Therefore, we have continued to accept Mexinox's
offset to U.S. ISEsfor “Other Expenses (Schedule 12)” asreported. Additionally, we disagree with
petitioners that the amount at issue must be reconciled to a certain item in Mexinox USA’sfiscd year
2001 and 2002 financia statements because the amount &t issue does not relate to this certain item in
the financid satements.

With respect to the certain expense of proprietary nature that petitioners assert should beincluded in
the U.S. ISE numerator, we disagree with petitioners that this amount should be reflected in Mexinox's
U.S. ISEs. Aswe stated in Tapered Roller Bearings and Parts Thereof, Finished and Unfinished, From
Japan, and Tapered Roller Bearings, Four Inches or Less in Outside Diameter, and Components
Thereof, From Japan; Fina Results of Antidumping Duty Adminidrative Reviews, 66 FR 15078
(March 15, 2001) and the accompanying Decison Memorandum at Comment 3.3 and in Antifriction
Bearings 1997-98 at 35618, we will deduct from CEP only those expenses associated with economic
activitiesin the United States which occurred with respect to salesto the unaffiliated U.S. customer.
Note 2 of Mexinox USA’s 2001 and 2002 financid statements indicates that the certain expense of
proprietary nature is generd and adminidtrative in nature and is not associated with economic activity in
the United States. Therefore, we have not adjusted Mexinox’s U.S. ISEs for this amount.

Finally, with respect to the amount labeled “less sorage,” we disagree with petitioners that Mexinox
ingppropriately offset its U.S. ISEs by thisamount. Mexinox properly reduced its U.S. ISES by this
amount because these storage expenses were reported as warehousing expenses under the variable
USWAREHU. This can be seen by comparing the reconciliation in Attachment C-34-A of Mexinox’'s
April 1, 2003 SQR to the Sales Verification Report at 44 and sdes verification Exhibit 32 at S-3t0 S
7. Asareault, we have not made any changes to Mexinox’s U.S. I SE ratio for this amount.

Comment 7. U.S. Credit Expenses
Petitioners claim Mexinox understated its U.S. imputed credit expenses by using an interest rate that

was “based on atransaction entered into only for the Department’ s benefit” and “unrepresentative of
interest rates during the entire POR in that it was cherry picked from the months for which interest rates
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were a aPOR low.” Petitioners Case Brief at 26-27. Petitioners aver the support documentation
provided in Mexinox’s April 1, 2003 SOR at Attachment C-32-A consists only of an untrandated
document that appearsto indicate apromiseto pay. Petitioners dso assert Mexinox failed to explain
the end-of-POR borrowing reflected in Attachment C-32-A. Petitioners argue Mexinox made these
borrowings to demongtrate its access to armv' s-length loans.  Petitioners Case Brief at 27, quoting the
Sdes Veification Report a 27. Therefore, petitioners argue, the Department should recalculate U.S.
credit expenses to reflect Mexinox’ s actuad POR borrowing experience. Specificdly, petitioners
contend, the Department should compute U.S. credit expenses based on proprietary information
included in Attachment C-32-B of Mexinox’s April 1, 2003 SQR, adjusted to reflect the spread
between this information and Mexinox’ s end-of-POR borrowings.

Asin past adminigtrative reviews, Mexinox responds, it calculated U.S. credit expenses based on its
actua dollar-denominated short-term POR borrowings. Mexinox claims the Department thoroughly
examined these borrowings at verification and found no discrepancies. Mexinox contends petitioners
argument has no legd or factua bass, stating the borrowings used to report U.S. credit expenses“are
bona fide and were made between unaffiliated entitiesin anorma commercia setting.” Mexinox's
Rebuttal Brief at 54.

Mexinox argues the short-term borrowing rate used to report U.S. credit expensesisin kegping with
the Department’ s practice. Referring to Import Administration Policy Bulletin 98.2 at 1 (February 23,
1998), Mexinox asserts the Department's practice is to compute home market credit expenses using
an interest rate reflective of a company's actua borrowingsin the currency of the home market. Citing
LMI-Metdlli Indudtride, Sp.A. v. United States, 912 F.2d 455, 460-61 (Fed. Cir. 1990), Mexinox
contends the purpose of using actua borrowingsis to ensure that imputed credit expenses are based on
norma and reasonable commercid behavior. Mexinox claims the Department has rarely deviated from
this rule, citing as exceptions Porcdain-on-Steel Cooking Ware from Mexico; Final Results of
Antidumping Duty Adminidrative Review, 58 FR 43327 (August 16, 1993), in which the interest rates
were tied to specific export transactions, and Certain Sted Concrete Reinforcing Bars from Turkey:
Find Results of Antidumping Duty Adminidrative Review, 66 FR 56274 (November 7, 2001), in
which the interest rates were subsidized and related to specific export transactions. Mexinox states
neither exception isrelevant in this case, nor are its reported borrowings unusua or unreasonable.
Mexinox holds the actua borrowings encompassing its reported interest rate varied only dightly from
the aternative rate suggested by petitioners, thereby making it avaid commercid rate.

Lastly, Mexinox contends, it isirrational to suggest thet it “cherry picked” interest rates, becausein
order to do o, it would have had to predict accurately in the early part of the POR that rates would be
lower toward the end of the POR. Mexinox argues it cannot predict the future and thereforeit is
illogical to suggest that an dternate (and higher) interest rate be gpplied. With respect to the statement
in the Sales Verification Report that Mexinox’ s borrowings were made “to demondirate its access to
am’slength loans,” Mexinox argues that even if this were true, this would not change the terms or rate
of the loan or render it a non-arm'’ s-length transaction.
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Based on the foregoing reasons, Mexinox argues the Department should continue to use its reported
interest rate in calculating U.S. credit expenses.

Department’ s Position: We disagree with petitioners. Asnoted in Import Administration Policy
Bulletin 98.2, “Imputed Credit Expenses and Interest Rates’ (February 23, 1998) (“Policy Bulletin
98.2"), the Department’s normal practiceis to calculate credit expenses using aweighted-average
short-term interest rate which reflects the currency in which the sde wasinvoiced. Policy Bulletin 98.2
aso states the Department’ s preference is “to measure interest expenses using borrowings made from
unrelated parties.” In the instant review, Mexinox reported credit expenses based on the weighted-
average short-term U.S.-dallar interest rate received from an unaffiliated lender. During the sdes
verification we examined information related to these borrowings, including accounting records showing
the receipt and repayment of these funds. See the Sdles Verification Report at 33 and Exhibit 22 a S
3to S14. None of the information we examined at verification nor any other record evidence suggests
that these borrowings were unreasonable or even fictitious. Therefore, we have continued to accept the
credit expenses reported for Mexinox USA based on the weighted-average interest rate shown in
Attachment C-32-A of Mexinox’s April 1, 2003 SQR.

Comment 8: U.S. Inventory Carrying Costs

Petitioners state Mexinox reported U.S. inventory carrying costs (“1CCs’) using a dollar-denominated
interest rate. Petitioners note Mexinox' s payment terms to Mexinox USA and state that at verification
the Department confirmed Mexinox extended credit to Mexinox USA. Petitioners argue the
Department should recaculate U.S. ICCs using a peso-denominated interest rate because the record
demondtrates that Mexinox bore the financia burden by permitting Mexinox USA to delay payment.
Petitioners contend the Department has advocated the use of ahome market interest rate to caculate
ICCsincurred by aU.S. subsidiary where the parent alows delayed payments, citing Tapered Roller
Bearings and Parts Thereof, Finished and Unfinished, From Japan, and Tapered Roller Bearings, Four
Inches or Less in Outside Diameter, and Components Thereof, From Japan; Final Results of
Antidumping Duty Adminidrative Reviews and Termination in Part, 62 FR 11825 (March 13, 1997).

Mexinox responds that petitioners argument isidentica to that rejected by the Department during
POR?2, citing the POR2 Fina Results and the accompanying Issues and Decison Memorandum at
Comment 9. Asin POR2, Mexinox argues, the Department must determine that using a peso-
denominated interest rate to compute U.S. ICCs is wrong both legally and factudly. Referring to
Antifriction Bearings 1997-98 at 35620, Mexinox asserts petitioners have incorrectly represented the
Department’s practice. Mexinox contends that “where the evidence shows that the foreign supplier
provided its U.S. afiliate with 'delayed payment’ rdative to inventory carrying periods, it is not the
Department’ s practice to smply subgtitute the home market interest rate for the U.S. interest rate.”
Mexinox’'s Rebutta Brief at 57. Citing Antifriction Bearings 1997-98 at 35620, Mexinox argues that
even where this policy has been employed, the Department has applied the home market interest rate
only to that portion of the inventory carrying period during which the affiliated exporter actualy
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provided delayed payment to the U.S. affiliate beyond the norma payment terms.

Mexinox maintains the record contains no evidence it offered delayed payment to Mexinox USA.
Pointing to its audited financia statements for fiscal year 2001, Mexinox arguesits U.S. afiliate
received early payment discounts on purchases from Mexinox during this period. Thus, Mexinox holds,
the record does not support afinding that Mexinox offered delayed payment termsto Mexinox USA.
Rather, Mexinox asserts, the Department verified that Mexinox did not offer extended payment terms
to Mexinox USA. Evenif it had provided delayed payment termsto Mexinox USA, Mexinox argues,
itsinvoices to Mexinox USA were denominated in U.S. dollars. Therefore, Mexinox contends, “it
would be irrdlevant whether the Department trested a portion of the timein inventory a Mexinox USA
effectively as an imputed credit for Mexinox, as the appropriate interest rate would be the same US
dollar short-term borrowing rate.” Id. a 58, n.123. Because the policy articulated in Antifriction
Bearings 1997-98 does not gpply to Mexinox USA’ s inventory carrying caculation, Mexinox argues,
the Department should make no changes to its caculation of U.S. ICCs.

Department’ s Position: We disagree with petitioners. Normally, the Department calculates U.S.
inventory carrying costs usng the U.S. interest rate because the ffiliate bears the costs of carrying the
merchandise. However, where the payment terms that an exporting company extends to its affiliate and
the time that the merchandise remains in the &filiate€s inventory indicate that the exporting company
bears the cost of carrying the merchandise for a portion of the time that the merchandise isin inventory,
then the exporting company's short-term interest rate will be used to calculate that portion of the
inventory carrying costs. See Antifriction Bearings 1997-98 at 35620.

In the ingtant review, the record contains no evidence that Mexinox offered delayed payment terms to
Mexinox USA, or that Mexinox bore the financia burden of carrying inventory for Mexinox USA.
Rather, the record shows that Mexinox USA earned a certain amount in early payment discounts on
purchases from Mexinox during fisca years 2001 and 2002. See note 2 of Mexinox USA’s audited
financid statements for 2001 and 2002, which are provided at Attachment A-11-B of Mexinox’'s
October 10, 2002 QR and Attachment A-24-A of Mexinox’s April 1, 2003 SQR, respectively. Also,
a verification we examined detailed information related to the discounts paid by Mexinox to Mexinox
USA for early payment. See the Sadles Verification Report at 10 and Exhibit 21 at S-23 to S-37.
Because there is no evidence that Mexinox bore the cost of carrying inventory for any portion of time
the merchandise was in Mexinox USA'’ s inventory, we have continued to use the U.S. short-term
interest rate in calculating U.S. ICCs for these find results.

Comment 9: Duty Drawback
Citing the Sdles Verification Report at 45, petitioners clam that while the Department found no
discrepancies per se with the average importation expense dement of Mexinox's duty drawback

adjustment, duty drawback must be based solely on duties paid, not al importation expenses.
Referring to Attachment C-39-C of Mexinox’s April 23, 2003 SQR, petitioners assert Mexinox
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incorrectly included freight, materid handling, customs agent fees, insurance charges, and an amount
labeled “D.T.A.” in the drawback numerator, thereby vastly overstating its drawback claim. Petitioners
argue these expenses should not be considered in the caculation of the duty drawback adjustment and,
referring to Mexinox’s April 23, 2003 SQR at Attachment C-39-C, state what they believe the
drawback adjustment should be.

Mexinox asserts petitioners argument is factudly incorrect and is founded upon a misunderstanding or
amisrepresentation of its duty drawback caculation. Mexinox argues the average raw materid
importation expenses to which petitioners refer were deducted from yielded raw materia cogtsto
determine the dutiable vaue of the yidded raw materid. See Mexinox’s Rebuttal Brief at 59. Mexinox
datesit then multiplied the applicable duty rete, the “DTA” rate, to the dutiable vaue of the raw
materia to calculate the gppropriate amount of duty drawback (i.e., the amount of import duties that
would have been paid on the raw materials had these materias not been used in merchandise exported
to the United States). Citing the Sdes Verification Report at 45, Mexinox explains the acronym “DTA”
refers to a Mexican Customs paper processing fee of 0.8 percent ad vaorem. Mexinox contends the
“DTA” iscongdered an import duty expense for antidumping purposes just like the U.S. merchandise
processng fee (“MPF’), citing Notice of Find Determination of Sdlesat Less Than Fair Vaue:
Sainless Sted Sheet and Strip in Coils from Mexico, 64 FR 30790, 30813 (June 8, 1999). Mexinox
maintains that subtracting the average raw materia importation expenses from raw materid costs
actualy lowered the resulting duty drawback adjustment, and therefore contends the Department
should make no adjustmentsto its reported duty drawback.

Department’ s Position: We disagree with petitioners. Mexinox did not calculate duty drawback
based on al importation expenses, but rather based on the duties that would have been paid in the
absence of the Mexican government’s duty drawback program (“PITEX”). During the POR, the only
duties that Mexinox paid on the importation of raw materials conssted of a 0.8 percent_ad valorem
paper processing feeknown as“DTA.” See, eg., Mexinox’s November 5, 2002 QR at C-38. As
noted in Mexinox’s April 1, 2003 SQR at SC-21, Mexinox did not pay this fee on hot band purchased
from Europe. Thus, Mexinox adjusted the DTA rate to account for hot band from non-European
sources only. To calculate duty drawback, Mexinox subtracted the average raw materia importation
expenses to which petitioners refer from materid costs in order to derive the dutiable vaue of the
materid, and then multiplied the result by the adjusted DTA rate. See the Sdles Verification Report a
45 and Attachment C-31-B of Mexinox’s April 1, 2003 SQR. Mexinox revised the average raw
materia importation expenses and the adjusted DTA rate on the opening day of the sdes verification;
thus, we used these figures to calculate arevised duty drawback adjustment for the preliminary results.
Because Mexinox correctly reported duty drawback, we have not made any changesto the calculation
employed in the prdiminary results.
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Comment 10: U.S. Direct Selling Expenses

Referring to Mexinox’s April 1, 2003 SQR at SC-24-25 and Attachment C-33-A, petitioners clam
Mexinox's U.S. direct selling expenses (DIRSELU) should be recalculated in order to alocate them
properly to POR sdles. Referring to the Sales Verification Report at 47-48, petitioners contend that
athough the Department noted no discrepancies with the reported amounts, Mexinox reported the two
components its U.S. direct sdlling expensesincorrectly. Comparing the first component of Mexinox's
U.S. direct sdlling expenses to warranty expenses, petitioners contend Mexinox’ s reporting of this
expenseisimproper. Petitioners clam that dlowing Mexinox to report the first component of its U.S.
direct sdlling expenses in this manner permits some expensesto “*fal through the cracks of the
Department’ s adminigtrative reviews.” Petitioner’s Case Brief at 31.

Mexinox responds that petitioners arguments are without merit and that it has properly reported direct
sling expensesin its U.S. sdesliging. Citing the Sales Verification Report at S-47-48, Mexinox
contends the Department verified the information laid out in its April 1, 2003 SOR regarding the first
component of U.S. direct sdling expenses.  Further, Mexinox asserts, petitioners do not chalenge the
accuracy of the facts presented therein. Mexinox argues it reported these expenses in this manner
because they are direct selling expenses under section 351.410(c) of the Department’ s regulations and
therefore must be dlocated over the sdles to which they pertain. Mexinox contends the analogy
between the first component of Mexinox’ s direct selling expenses and warranty expensesis flawved
because the actud amount of warranty expenses that will be incurred is unknown due to the delay
between the time a sde is made and when the actuad warranty expenses are incurred. Therefore,
Mexinox holds, the Department ca culates warranty expenses using current period expensesasa
reasonable proxy for the warranty expenses that will be incurred in the future on current sdles. On the
other hand, Mexinox argues, the expense a issue in this case is known with absolute certainty, asare
the salesto which they rlate. See Mexinox’s Rebuttal Brief at 61.

With regard to the second component of its direct selling expenses, Mexinox notes it alocated the
actual amount paid over the sales to which the payments pertained. Mexinox asserts the actuad amount
paid in thisreview could not possibly have been manipulated because it has dready been paid and
verified by the Department. Referring to its April 1, 2003 SOR at Attachment C-33-A, Mexinox
contends the circumstances surrounding this payment would make it difficult to manipulate the actua
amount paid. Mexinox maintains petitioners suggestion that the Department compuite this portion of its
direct seling expensesin a different manner illustrates a misunderstanding of the circumstances
surrounding this payment.

Because its reported direct selling expenses are valid and have been verified, Mexinox argues, no
changes should be made for these find results.

Department’ s Position: We agree with petitionersin part. Regarding the first component of

Mexinox’s U.S. direct sdaling expenses, we agree that these should be alocated over POR sdes.
Because Mexinox first recognized the entire expense in its norma books and records during the instant
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POR, we find it appropriate to account for the entire expense by dlocating it over POR sdles. Wefind
this adjustment to be analogous to awarranty expense, which is caculated as warranty clams paid
during the POR (which may be on sdes made before the POR) divided by POR sdes. Therefore, we
have reca culated the first component of Mexinox’s U.S. direct sdling expenses.  Seethe
Department’s Find Andyss Memorandum, dated February 3, 2004, for more information regarding
this recaculation.

Asto the second component of Mexinox’s U.S. direct sdlling expenses, we disagree with petitioners.
Mexinox correctly reported this component of U.S. direct selling expenses by dlocating the actud
amount paid over the salesto which the payments pertained.  Asaresult, we have not made any
changes to this agpect of Mexinox's U.S. direct sdlling expenses for these final results.

Comment 11: Billing Adjustment for U.S. Surprise Sale #2

Mexinox asserts the record showsiit correctly reported the billing adjustment (BILLADJU) for U.S.
urprise sde #2, despite the statement in the Sales Verification Report at 66 that this amount was not
correctly reported. Asnoted in the Sdes Verification Report, Mexinox maintains, it issued a debit note
for this saleto reflect the difference between the base price negotiated with the customer and the base
price that was incorrectly charged on the origina invoice. Mexinox states the base price negotiated
with the customer is evidenced by the internd sales order found at page S-7 of sdes verification Exhibit
48. According to Mexinox, the difference between the negotiated and originaly-invoiced base price
gppears on the debit note and is dso the amount correctly reported in the sdles listing under
BILLADJU. Mexinox contends the Department’ s error tems from the assumption that the billing
adjusment applied to the base price plus the nickd surcharge, when in fact the billing adjustment was
made only to correct the base price. Mexinox argues the nickel surcharge had been applied correctly
on the original invoice and therefore did not need to be amended, and thus, the debit note related only
to the base price. Mexinox contends the Department’ s adjustment results in understating the actual
amount of the billing adjustment since the billing adjustment only pertained to the difference in base
price. Mexinox argues that an aternative way of viewing this Stuation is to note from the sales
documents that the total net revenue on this sde equaed the originaly-invoiced base price, plusthe
nickel surcharge, plus the difference in base price reflected on the debit note. Mexinox contends the
totd net revenue is equivaent to the gross unit price (GRSUPRU) plus the billing adjustment reported in
the U.S. sdesliding.

Because the amount reported under BILLADJU s correct, Mexinox holds, it was improper for the
Department to adjust BILLADJU for surprise sde #2 for the preliminary results. Therefore, Mexinox
argues the Department should use its data as reported for these final results.

In addition, referring to the Department’ s Sdles Verification Report a 58, Mexinox contends the
Department gppears to have confused the billing adjustment for home market surprise sde #2 with the
rebate paid on thissde. Mexinox argues the billing adjustment and rebate reported for this sde are
both correct.



Petitioners do not rebut thisissue.

Department’s Position: We agree with Mexinox. Upon re-examining the sdes documentation in saes
verification Exhibit 48, we have found that the debit note reflected under BILLADJU corrected the
origindly-invoiced base price. Thus, the amount reported under BILLADJU is correct. Asaresult,
we have removed the programming language used in the preliminary results to adjust the amount
reported under BILLADJU.

With respect to the billing adjustment and rebate reported for home market surprise sale #2, we agree
with Mexinox that both are properly reported. See Comment 3 (footnote 1) of this memorandum.

Comment 12: CEP Profit Rate

Mexinox argues the Department overdtated the CEP profit rate by excluding 1SEs incurred by Mexinox
USA’s effiliated resdller in the United States, Ken-Mac Metals, Inc. (“Ken-Mac”). Referring to Policy
Bulletin 97.1 (September 4, 1997), Mexinox contends the Department’ s practice is to compute the
CEP profit rate by accounting for al actud revenues recelved and al actua production, packing, sdling
and movement cogtsincurred on U.S. and home market sales. Mexinox states the Department sought
to follow this practice in the Prdiminary Results, but inadvertently failed to include |SEsincurred by
Ken-Mac (KINDSU) in thetotal U.S. sdling expenses. Therefore, Mexinox asserts, the Department
should recalculate the CEP profit rate so that these missing | SEs are included.

Petitioners do not rebut this issue.

Department’s Position: We agree with Mexinox. In caculating CEP profit for the preiminary results,
we inadvertently neglected to include the ISEsincurred by Ken-Mac in totd U.S. selling expenses.
Therefore, we have recdculated totd sdling expenses (SELLEXPU) for the find results to include
these ISEs.

Cost of Production
Comment 13: Weight-Averaging Costs of Subject and Non-Subject Merchandise

Mexinox argues that in calculating cost of production (“COP’) for the preliminary results, the
Department improperly weight-averaged the cost of subject merchandise manufactured by Mexinox
with the cost of non-subject merchandise produced outsde Mexico. Referring to its October 10, 2002
QR a A-54-55, Mexinox dates that during the POR it purchased asmall quantity of materia physicaly
within the scope of the order from non-Mexican manufacturers and performed minor further-processing
(e.g., ditting, minor surface finish treatments, or dividing the origind coil into smaler coils) on some of
thismaterid. Mexinox notesit provided additiond information regarding the nature of this further
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processing inits April 1, 2003 SQR at Attachment B-22. According to Mexinox, the information
provided therein affirmed this further processing did not “ substantialy transform” the materids so asto
make the materid of Mexican origin.

Mexinox clams the Department has found that “substantid transformation” generdly signifies*adegree
of processing or manufacturing resulting in anew and different articde” See Mexinox's Case Brief at
19, citing E.I. Du Pont de Nemours & Co. v. United States, 8 F. Supp. 2d 854, 857 (CIT 1998).
Mexinox quotes Notice of Preliminary Determination of Sdlesa Less Than Fair Vaue: Certain Hot-
Rolled Carbon Sted Flat Products from the People’ s Republic of China, 66 FR 22183, 22186 (May
3, 2001) (“Hot-Ralled Sted from China”), in which the Department stated “{w} hen an input from
country A isfurther processed in country B, without any change in the class or kind of merchandise
taking place, the Department normally will consder product exported to the United States as originating
incountry A.” In Hot-Rolled Sted from China, Mexinox holds, the respondent purchased foreign hot-
rolled materia and subsequently annedled and pickled in Ching; thus, Mexinox maintains, the
Department found the materid was not “ subgtantialy transformed” and retained its foreign country of
origin such that no margin was caculated on this materid. Mexinox cites as asmilar example of this
practice Notice of Find Determination of Sdes at Less Than Fair Vaue: Certain Cold-Rolled Hat-
Ralled Carbon-Qudity Sted Products from Taiwan, 65 FR 34658 (May 31, 2000) (“Cald-Rolled
Sed from Tawan’) and the accompanying Issues and Decison Memorandum at Comment 1.

In the ingtant review, Mexinox assarts, it purchased foreign materia in hot-rolled, anneded and pickled
(“HRAP") condition in thicknesses within the scope of the order. Mexinox contends this materia did
not undergo re-rolling or further heat treetment, pickling or annedling in Mexico; rather, it only
underwent further processing consisting of ditting, cutting, or minor surface trestment.  Although the
HRAP may have undergone minor dimensiond or surface changes, Mexinox argues, this foreign-origin
materid remained HRAP with the same genera physical characterigics and end uses. Smilarly, with
respect to cold-rolled stainless stedl cailsin gauges within the scope of the order purchased from
foreign manufacturers, Mexinox asserts this materia was not re-rolled or annealed and pickled in
Mexico and only underwent minor dimensiona changes, citing its October 10, 2002 QR at Attachment
B-22. 1n keeping with the Department’ s practice in the cases noted above, especialy Cold-Ralled
Sed from Taiwan, Mexinox argues that because it did not substantially transform the HRAP and cold-
rolled sted purchased from manufacturers outside Mexico, this materid retained its non-Mexican origin.
Asaresult, Mexinox contends, this materid is not subject to the antidumping duty order on Mexican
dainless sted sheet and dtrip in coils. To thisend Mexinox cites Notice of Fina Determination of Saes
a Less Than Fair Vaue: Certain Cold-Rolled Carbon Sted Flat Products from Argentina, 58 FR
37062, 37065 (July 9, 1993), in which the Department noted that “{ t} he scope of an antidumping or
countervailing duty order is defined by the type of merchandise and by the country of origin.”

Mexinox maintainsit voluntarily included cost of manufacturing data for this non-subject merchandise in
its COP database for purposes of transparency and completeness. Mexinox clams the further
manufacturing cogts related to this materiad were reflected in its cost accounting system in the normal
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course of business and were reconciled to the information submitted to the Department, as shown a
page 79 of Cost Verificaion Exhibit 6. Citing the Memorandum to the File from Deborah Scott
through Robert James, dated July 31, 2003, Mexinox states this materia can be identified by code “2”
inthe field MFR, whereas subject products (i.e., merchandise produced by Mexinox) are indicated by
code“1” inthefidd MFR. Mexinox contends the Department mistakenly presumed that costs
reported for subject and non-subject products bearing the same CONNUM consisted of duplicate
CONNUMSs, and therefore weight-averaged the costs for each CONNUM reported as both MFR
codes 1 and 2. Mexinox argues the products at issue do not congtitute duplicate CONNUMSs because
CONNUMSs reported as MFR code “1” are subject merchandise and CONNUMSs identified by MFR
code “2” are non-subject as they were manufactured outside Mexico and not substantialy transformed
in Mexico).

Furthermore, Mexinox contends, the statute does not permit the Department to welght-average costs of
subject and non-subject merchandise. Mexinox contends that in kegping with section 773(b)(3) of the
Tariff Act, the COP used to determine whether sdles have been made below cost must consst of the
cost of materids and fabrication or other processing of any kind employed in producing the foreign like
product. Mexinox then states that the statute defines the term “foreign like product” as merchandise
produced in the same country by the same person as the subject merchandise. Mexinox’s Case Brief
at 23, citing section 771(16) of the Tariff Act. Since the products designated by MFR code “2” were
not produced by Mexinox in Mexico, respondent argues these products cannot be considered “foreign
like product” for purposes of cdculating COP. Mexinox statesthat virtudly al of the reported costs for
the non-subject materid were incurred by a non-Mexican manufacturer and that this can be seen by
comparing the labor and overhead costs for non-subject products to that of the merchandise produced
by Mexinox.

Based on the foregoing, Mexinox argues the Department must amend both the home market and U.S.
portions of the margin calculation program so that these subject and non-subject costs are not weight-
averaged.

Petitioners do not rebut thisissue,

Department’ s Position: We agree with Mexinox. During the POR Mexinox did not subgtantialy
transform the HRAP in thicknesses within the scope of the order purchased from non-Mexican
manufacturers nor did it substantialy transform the cold-rolled stedl at issue purchased from non-
Mexican manufecturers. Becauise Mexinox did not substantialy transform this merchandise, we find
that it retains its non-Mexican origin and cannot be considered foreign-like product. Section 771(16)
of the Tariff Act defines foreign-like product as merchandise produced in the same country by the same
person as the subject merchandise.  Section 773(b)(3) of the Tariff Act, in turn, indructs the
Department to caculate COP based on the costs incurred in producing the foreign-like product. Since
the CONNUMSs designated as MFR 2 in Mexinox’s COP database do not consist of foreign-like
product, it is not appropriate to include these CONNUMSs in the calculation of COP.  Similarly,
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section 773(e) of the Tariff Act indicates we shall base the calculation of constructed vaue (*CV”) on
the cogts incurred in manufacturing the subject merchandise. Since merchandise of non-Mexican origin
(as defined with respect to the antidumping duty order) is not subject to the antidumping duty order on
stainless stedl sheet and strip from Mexico, and therefore cannot be considered subject merchandise,
we cannot include the cogt of this merchandise in the caculation of CV.  Accordingly, we have
amended our caculations of COP and CV by not weight-averaging CONNUM S produced by both
Mexinox and non-Mexican producers.

Comment 14: General and Administrative Expenses

Mexinox clamsthe generd and adminidrative (*G&A”) expense ratio was incorrectly revised in three
repectsin the preliminary results. First, Mexinox argues that the Department incorrectly included the
generd cost provison related to work-in-process (“WIP”) inventory in the G& A rate caculation.
Mexinox gstates that this amount should not be included as a G& A expense because it was Smply an
accelerated recognition of alossin vaue of the WIP inventory. Thus, it did not reflect an actud
production cost related to WIP. Mexinox maintains that the actual cost of producing the WIP
inventory was aready fully absorbed in the reported costs. Therefore, the Department should exclude
the genera cost provision related to WIP inventory from the G& A rate caculation.

Second, Mexinox argues that the cost of goods sold (*COGS’) denominator used to calculate the
G&A ratio was not fully adjusted to maintain the required symmetry between the G& A ratio and the
cost of manufacturing (“COM™) to which it was applied. Specificdly, Mexinox notes, in the preliminary
results the Department adjusted the COGS denominator for certain expense items excluded from the
COM in order to obtain symmetry between the denominator of the G& A ratio and the reported COM.
However, the Department’ s adjusmentsin the preliminary results only partialy atained this symmetry
because not dl reevant adjustments were made. Therefore, Mexinox contends that the Department
must further adjust the G& A COGS denominator for other expense items that were included in the
G&A COGS denominator but not in the reported COM (i.e., genera cost provision related to WIP,
stock strip devauation (finished goods), finished product returns to WIP, and finished product
inventory movements).

Lasgtly, Mexinox argues that the preliminary results so oversated G& A and interest expenses by
applying the revised G& A and interest ratios to the total cost of manufacture after an adjustment was
made to materia cogts under the “mgor inputs’ provison of the statute. Mexinox contends that
applying the G& A and interest ratiosto a COM that has been adjusted for mgjor inputs was
inappropriate because the G& A and interest ratios were ca culated as percentages of costs of goods
sold that was based on actual booked expenses (i.e., expenses that were without “mgjor inputs’
adjustments to materia costs). Applying the booked expense rates to COMs that have been artificidly
increased from their booked va ue pursuant to the mgjor inputs provision destroys the required
symmetry between the figures and ingppropriatdy inflatesthe G&A and interest expense amounts.
Thus, Mexinox asserts that the G& A and interest factors should be gpplied to the COM before
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goplication of the mgor inputs adjustments for the find results,

Petitioners argue firg that the Department correctly included the genera cost provison related to WIP
inventory in the G& A expense. Because codts rdated to the loss in WIP vaue were in addition to raw
materids, labor and overhead, petitioners assert Mexinox's provison for lossin WIP inventory was
gopropriately included in G& A expense. Accordingly, petitioners hold, the provison should remain in
the G& A rate calculation to reflect Mexinox' s recognition of WIP related loss in its normal books and
records.

Second, petitioners contend that Mexinox’ s requested adjustments to the COGS denominator in order
to achieve symmetry with the reported COM should be rgected. Petitioners claim that Mexinox’s
argument appears garbled, in that it states that the Department should have adjusted the COGS
denominator to include items that were “included in the G& A denominator, but not in the corresponding
COM.” Logicdly, if cogts associated with “stock strip devaluation, finished product returnsto WIP,
and finished product inventory movements’ have not been included in the corresponding COM then,
these costs should a so not be included in the COGS denominator. Petitioners Sate that for purposes
of caculating arate to gpply to COM, the COGS denominator should include only itemsthat arein
COM. Further, petitioners argue that even if Mexinox intended to assert that these costs were included
in the reported COM, Mexinox has not demonstrated that its reported COM reflects these costs.
Thus, petitioners contend that such items should not be included in the G& A COGS denominator, but
should instead be included in the numerator in order to properly capture al cogs.

Lagtly, petitioners argue that the Department correctly applied the G& A and interest expense ratios to
Mexinox’srevised total cost of manufacture (“TOTCOM”). Petitioners state that Mexinox cites no
precedent in support of its request that the Department appliesthe G& A and interest rates to
TOTCOM before the gpplication of the mgor inputs adjustments. Petitioners cite Brass Sheet and
Strip from Canada: Final Results of Antidumping Duty Adminigrative Review and Notice of Intent Not
to Revoke Order in Part, 63 FR 33037, 33040 (June 17, 1998) and Notice of Preliminary
Determination of SAlesat Less Than Fair Vaue: Pure Magnesum from Isradl, 66 FR 21325, 21327
(April 30, 2001) to support its position.

Department’ s Position: We agree with petitioner’ s assertion that the genera cost provision related to
WIP should beincluded in the reported costs. During the POR, Mexinox recognized a write-down of
its WIP inventory in its audited financid statements. However, Mexinox excluded this amount from the
reported cost claiming that it should not be included in the reported costs since write-down of WIP
does not reflect an actua production cost related to WIP. We note that both raw materials and WIP
inventories are inputs into the cost of manufacturing the merchandise. It isthe Department’ s practice to
recognize the full amount paid to acquire production inputs, which are included in raw materids and
WIP inventories, in determining the cost of producing subject merchandise. See Notice of Final
Determination of SAlesat Less Than Fair Vaue: Dynamic Random Access Memory Semiconductors of
One Megabit and Above (“DRAMS’) From Taiwan, 64 FR 56308, 56326 (October 19, 1999).
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Thus, the Department included the write-down of WIP in the reported costs for the find results.

We agree with Mexinox in part that the COGS denominator used to caculate the G& A rate was not
fully adjusted to maintain the required symmetry between the G& A rate and the COM to which it was
goplied. It isthe Department’s norma practice to caculate the G& A expense rate by dividing the
fiscal-year G& A expense by thefiscal year COGS (i.e, adjusted for categories of expense not
included in COM, such as packing - “Modified COGS’) and then apply the percentage to the COM of
the product. In the preliminary results, the Department adjusted the COGS denominator used to
caculate the G& A expense rate to exclude expense items excluded from the reported COM in order
to maintain the same basis between the COGS denominator used to caculate the G& A rate and the
COM to which it was gpplied. In reviewing information on the record (i.e., cost verification Exhibit 6),
the Department notes that the COGS denominator should be further adjusted to exclude “ stock strip
devaduation,” “finished product returnsto WIP’ and “finished product inventory movements’ because
each of theseitemsisincluded in the G& A COGS denominator, but not in the reported COM.
However, we disagree with Mexinox with respect to the “ generd cost provison for WIP’ dueto the
reasons described in the previous paragraph. We aso disagree with petitioners that these items should
be included in the numerator of the G& A rate calculation. Theitems at issue are related to finished
goods inventory; therefore, the merchandise has been dready fully manufactured and fully costed.
Thus, we adjusted the denominator of the G& A rate calculation for “stock strip devauation,” “finished
product returnsto WIP’ and “finished product inventory movements.” See Cold-Rolled Stedl from
Tawan and the accompanying |ssues and Decison Memorandum at Comment 9 for previous
Department practice of adjusting the denominator of the G& A ratio in order to calculate the G& A rétio
on the same basis as the reported COM.

We agree with Mexinox that the G& A and interest expense rates should be applied to the COM before
gpplication of the mgor inputs adjustments. The G& A and interest rates are calculated based on
COGS in thefinancid statements which do not reflect the Department’ s mgor inputs adjustments.
Thus, applying these ratios (i.e., calculated based on the normal books and records) to the COM which
has increased due to the mgor inputs adjustments by the Department does not result in the calculation
of G&A and interest expenses on the same basis. See Certain Polyester Staple Fiber from Korea:

Fnd Reaults of Antidumping Duty Adminidrative Review, 68 FR 59366 (October 15, 2003) and the
accompanying Issues and Decison Memorandum at Comment 8. Further, the cases cited by
petitioners do not resemble the same circumstances as the instant case (.., the cases cited by
petitioners discussed the calculation of G& A expenses without the mgor inputs andyss). Thus, for
purposes of the final results, the Department recal culated the G& A and interest expenses by applying
the G&A and interest rates to the COM before application of the maor inputs adjustments.

Comment 15: Financial Expenses

Mexinox claims that the interest expense rate was incorrectly revised in four respects in the preliminary
results. First, Mexinox maintains, the Department included an amount labeled * miscellaneous financiad
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expenss’ in the interest expense rate caculation. Mexinox argues that the * miscdlaneous financid
expensg’” amount was classfied in ThyssenKrupp AG's (“TKAG”) audited consolidated income
gatements at note 5 as “ other financid income/(loss).” Mexinox contends there was no indication that
this item was an interest expense as the Department has assumed. Mexinox holds the amount in
question was not interest related as it was listed outside of the section titled “interest expense, net” in
the financid satements. Therefore, Mexinox maintains that the “ miscelaneous financid expense’
should be excluded from the interest expense rate calculation.

Second, Mexinox argues that the Department improperly rejected the reported offset to interest
expenses (i.e., short-term interest income) in the preliminary results. According to Mexinox, Mexinox
provided the Department with a breakdown of short-term interest income and each of the listed income
items was interest related and identified as short-term in nature. The only income accounts that were
not self-evidently both interest-related and short-term in nature might be the very small amounts of three
certain items. For these reasons, Mexinox asserts that, a most, the reported short-term interest income
offset might be reduced by these three items and the remaining baance should be dlowed as an offset
to interest expense.

Third, Mexinox argues that the Department gpplied an invaid methodology to adjust the interest
expense ratio for packing expense in the preliminary results. Mexinox gates the Department made the
packing adjustment by estimating the amount of packing expensesincluded in TKAG's COGS
denominator based on theratio of packing expenses to COGS experienced and reported by Mexinox.
According to Mexinox, this ratio was then applied to the consolidated TKAG COGS to determine the
amount of packing expense to exclude from the TKAG’s COGS denominator used to caculate the
interest expenserate. Mexinox contends that given the fact that a very wide diversty of businesses are
included in the consolidated TKAG entity, it is not reasonable to assume that the ratio of packing
expenses to COGS experienced by Mexinox bears arelationship to the actua ratio of packing
expenses to COGS reflected in the consolidated TKAG's COGS. Thus, Mexinox proposes a different
methodology for caculating the interest expense rate for the final determination. Specificaly, Mexinox
proposes that the Department could continue to caculate the interest expense factor without adjusting
for packing, and then applying the factor to control number-specific costs that includes packing costs.
According to Mexinox, the Department could cal culate CONNUM-specific weighted-average packing
costs based on the information on the record and add these costs to the CONNUM-specific costs of
manufacture to yield a packing-inclusve cost of manufacture for each CONNUM, and then apply the
interest expense ratio to the calculated packing-inclusve COM. Mexinox argues that this methodology
avoids the digtortions inherent in the methodology used by the Department in the preliminary results.

Lastly, Mexinox argues that for the reasons discussed in the G& A ratio calculation, the Department
incorrectly gpplied the interest expense ratio to a COM with adjustments made under the “magjor
inputs” provison. Mexinox asserts that interest expenses should be recdculated by gpplying the
interest expense ratio to the COM before application of the mgjor inputs adjustments. See Comment
14, “Generd and Adminigtrative Expenses.”
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Petitioners argue thet firgt, the Department should continue to include the “miscdlaneous financid
expenses’ as interest expenses and must rgject Mexinox’ s assertion that, absent definitive proof that the
amounts were interest expenses, such expenses can only be non-interest expenses. Petitioners Sate
that the burden of proof must be on respondent and the designation as “financid” in the financid
statements clearly requires such expenses to be included in the financid expenserate.

Second, petitioners argue that the Department should continue to reject Mexinox’' s unsupported offset
to interest income. Petitioners cite the POR 2 Find Results and the accompanying Issues and Decision
Memorandum a Comment 10 and state that Mexinox has repestedly mischaracterized or misclassfied
such income,

Findly, petitioners argue that the Department should rgect Mexinox' s claim that gpplying afinancia
expense ratio caculated using a packing-exclusive denominator was ingppropriate. Petitioners contend
that Mexinox’ s arguments are without merit. Moreover, petitioners cite Notice of Fina Determination
of Sdesat Less Than Far Vdue Sanless Sted Bar from Koreg, 67 FR 3149 (January 23, 2002) and
the accompanying Issues and Decision Memorandum at Comment 9, and point out that the Department
has applied the same methodology in recent cases. Thus, petitioners assert that the Department should
decline Mexinox’ s request to revise the financid expense rate denominator.

Department’s Position: Firgt, we agree with petitioners that the “miscellaneous financid expenses’
should beincluded in the financid expense rate cdculation. We reviewed the “financid expense’
section of the financid statements and note that this section contains three sub-titled sections: “income
from equity investment,” “interest expense, net,” and “other financid income/loss” Mexinox dams that
“miscellaneous financia expenses’ should be excluded from the financid expense rate calculaion since
thisitemislised outsde of the sub-title “interest expense, net” (i.e., “miscellaneous financid expenses’
islisted under “other financid income/loss’). In order to calculate an accurate financid expense rete,
the Department considers the entire financing activities of the company. Based on record evidence
(i.e., cost verification exhibit 17), it is clear that the item a issue is related to the company’ s financing
activities. Thus, we have continued to include the “miscdllaneous financid expenses’ in the financid
expense rate caculation.

Second, regarding the short-term interest income offset, we agree with petitionersin part. Itisthe
Department’ s long standing practice to offset interest expense by short-term interest income generated
from a company’ s working capita (i.e., cash and cash equivaents). Upon reviewing information on the
record (i.e., cost verification Exhibit 17), the Department notes that the mgority of the reported short-
term interest income was related to assets not considered working capita. Therefore, we continue to
rgect Mexinox’ s reported offset to interest expense for the find results. However, we disagree with
petitioners that no offset for the short-term interest is warranted. In order to maintain its operations and
business activities, the company must maintain aworking capita reserve to meet its daily cash
requirements (i.e., payroll, suppliers, etc.). Inour review of TKAG'sfisca year (“FY”) 2002
consolidated baance sheet, we noted that it contained cash and cash equivaents amounts. Therefore,
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the Department alowed Mexinox to offset its financia expense with the estimated short-term interest
income earned from itsworking capital. This treetment is consstent with that employed in the previous
adminigrative review. See the POR 2 Final Results and the accompanying Issues and Decision
Memorandum at Comment 10.

Third, we agree with petitioners that the financia expense ratio should be calculated using a packing-
exclusve denominator. In section D of the Department’ s January 16, 2003 supplementa questionnaire,
the Department requested Mexinox to quantify the packing expenses included in the COGS figure used
to cdculate the consolidated interest expense rate and instructed Mexinox to exclude the packing
expense from the COGS used to caculate the interest rate. Mexinox responded in its February 14,
2003 section D SOQR at 16-17 that “[a]s regards packing expenses, ThyssenKrupp AG consolidated
financid statements do not separately identify the packing expense ... it ismply not feasble to
recongtruct or trace this information so as to exclude these amounts’ and Mexinox included the packing
expenses in the denominator of the reported financia expense rate cdculation. The Department redlizes
that TKAG sfinancid statements consolidated many companiesinvolved in diverse activities.

However, it isthe Department’s norma practice to exclude the packing expense from the interest
expense rate cal culation and, based on the best information available on the record, the Department
determined that estimating TKAG's consolidated packing expensesis reasonable. See Notice of Find
Determination of Sales at Less Than Fair Vaue: Certain Cold Rolled Carbon Stedl Flat Products from
Geamany, 67 FR 62116 (October 3, 2002) and the accompanying Issues and Decision Memorandum
at Comment 17 (“Cold Rolled Sted from Germany”). In Cold Rolled Stedl from Germany, the
Department estimated TKAG' s consolidated packing expenses based on theratio of Thyssen's
packing cogtsto Thyssen’'s COGS. For the find results, the Department has continued to estimate
TKAG's packing expenses and deducted them in the interest expense ratio caculation.

In addition, the Department recal culated interest expenses by applying the interest expenseratio to the
COM before gpplication of the mgor inputs adjusiments. For the issue of applying the interest expense
ratio properly to COM, see Comment 14, “ Genera and Administrative Expenses.”

Comment 16: Major I nputs

Petitioners argue that the Department should not permit Mexinox to adjust its materia costs to account
for imputed credit, particularly when the credit period is Smply amatter of the time between the transfer
of funds from one ThyssenKrupp account (i.e., Mexinox) to another (i.e, Mexinox USA). Thus,
petitioners contend that the adjustment to transfer prices for “ payment terms” as donein the
preliminary results, should not be permitted for the fina determination.

Mexinox argues that it did not make such an adjustment and the adjustment at issue was made by the
Department as part of itsrevison to the “mgor inputs’ anadyds. Mexinox points out thet this
adjustment was made 0 that the price and cost comparisons made in the mgjor inputs andysis
worksheets would reflect the transfer prices as actually booked in Mexinox’s cost accounting system.
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Thus, Mexinox contends, there is no “delayed payment” adjustment to reject.

Department’s Position: We agree with Mexinox. During the POR, Mexinox purchased mgor inputs
from its affiliates ThyssenKrupp Nirosta GmbH (“TKN") and ThyssenKrupp AST, Sp.A (“AST").
According to company officids, the mgor input purchased from TKN and AST were first invoiced to
ThyssenKrupp Stainless Export Gmbh (“TKSE”), which then invoiced Mexinox USA, which in turn
invoiced Mexinox, and the reported raw material costs in the cost file were based on the transfer price
between Mexinox and Mexinox USA (i.e., norma books and records). However, the transfer prices
used in Mexinox's mgor input andysis were based on the invoice prices from TKSE to Mexinox USA,
ingtead of the invoice prices from Mexinox USA to Mexinox. Seethe Cost Verification Report dated
April 29, 2003 (“Cogt Verification Report”) at 2. According to section 773(f)(1)(A) of the Tariff Act,
cost shdl normally be calculated based on the records of the exporter of producer of the merchandise,
if such records are kept in accordance with the generdly accepted accounting principles of the
exporting country. Thus, in the preiminary results, the Department made an adjustment to Mexinox's
magor inputs analysis worksheet in order to reflect the transfer prices as actudly booked in Mexinox's
cost accounting system (i.e., the transfer prices from Mexinox USA to Mexinox rather than the transfer
prices from TKSE to Mexinox USA). The Department determined that the adjustment at issue did not
represent the imputed credit adjustment as Stated by the petitioners, but rather puts the transfer pricesin
the mgor inputs andysis at the same level as the transfer prices booked in Mexinox's normal books
and records. Therefore, we have continued to make this adjustment in the find results.

Comment 17: Verification Findings from Companion Reviews

Petitioners argue that the Department should incorporate its findings from concurrent reviews involving
other ThyssenKrupp Group companiesin itsfind results of thisreview. Specificdly, petitioners urge
the Department to consider including any corrections and verification findings pertaining to cost datain
the companion proceedings involving stainless sted sheet and drip in coils from Germany and Itdy, as
gpplicable, to data submitted by Mexinox (i.e.,, TKN and AST’s costs).

Mexinox dtates it does not disagree with petitioners. However, Mexinox requests that the partiesto this
review be permitted an opportunity to comment on findings and adjustments with respect to the costs of
other ThyssenKrupp Group companies.

Department’s Position: We disagree with petitioners for the following reasons. Firg, the information
from the companion proceedings is not on the record of this proceeding; therefore, the Department is
not able to use the companion proceedings information. Second, according to section 777(b)(1)(A) of
the Tariff Act, the Department cannot disclose business proprietary information (“BPI”) to any person
without the consent of the person submitting the proprietary information. Therefore, the Department is
unable to use or release BPI from a separate case involving TKN or AST. According to section
777(c)(1)(A) of the Tariff Act, the Department is only alowed to disclose the BPI to the party who is
under a protective order. Since Mexinox is not under a protective order of the companion
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proceedings, the Department is prohibited by statute to disclose the companion proceedings BPI
information to Mexinox. For thefind results, the Department has not incorporated its findings from
other ThyssenKrupp Group companiesinto the record of this proceeding.

Comment 18: Offset to Production Costs

Petitioners argue that any revenue not related to the production of stainless sed (e.g., from the sale of
consumables) should be disallowed as an offset to the production costs.

Mexinox argues that thereis no reason for the Department to reject Mexinox' s offsat to manufacturing
codts for revenue from the sde of scrap generated from consumables. According to Mexinox, saes of
consumables were reated to waste materia's associated with manufacturing inputs that were discarded
during the manufacturing process (i.e., steel bands and clips used to hold hot-rolled coils, used or
damaged interleaving paper, etc.). Thus, the consumables at issue were production-related and the
revenue recelved from sales of the scrgp generated from these consumables was legitimately used as an
offset to the reported COM.

Department’s Position: We agree with Mexinox. During the POR, Mexinox used certain
consumables (i.e., steel bands, papers, etc.) in the production of subject merchandise and thus the
revenue earned from sdlling the scrap generated by these consumables was related to the production of
subject merchandise. This scrap revenue was then subtracted from the reported production costs. At
verification, we verified that these consumables were used in production and generated scrap as
clamed by Mexinox. For example, during our plant tour, we observed that papers were used in the
cold-rolling process to absorb the oils between coils. See the Cost Verification Report a 15. Further,
we have traced the revenue from the sdle of consumable scraps to Mexinox’s norma books and
records at verification. Thus, we have alowed the revenue received from the sde of consumable
scraps as an offset to the reported COM for the find results.

Assessment Rates
Comment 19: Assessment Rate Methodology

Mexinox argues the Department should recd culate the assessment rate to account for entries of non-
subject merchandise that were physicdly within the scope of the order at the time of entry but were first
sold (after importation) to customers outside the United States.

Mexinox contends that in a prior segment of this proceeding, the Department properly concluded that
subject merchandise sold to unaffiliated parties outsde the United States is not subject to antidumping
duties. See Stainless Sted Sheet and Strip in Coils from Mexico; Fina Results of Antidumping Duty
Adminigrative Review, 67 FR 6490 (February 12, 2002) (“*POR1 Find Results’) and the
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accompanying Issues and Decison Memorandum a Comment 15. Mexinox holds this determination is
in kegping with Torrington Co. v. United States, 82 F.3d 1039, 1047 (Fed. Cir. 1996) (“Torringtor’),
inwhich the CIT determined that “‘ where thereisno U.S. price for an entry which is subsequently re-
exported, { the Department’ s} decison not to impose antidumping duties on the entry is consgtent with
the basic purpose of the antidumping laws.’” Mexinox's Case Brief at 8. Asaresult, Mexinox asserts,
the Department found in the POR1 Find Results that it was gppropriate to include in the denominator
of the assessment rate the entered vaue of merchandise sold to unaffiliated parties outside the United
States. Mexinox maintains this gpproach is consistent with the Department’ s practice in other cases.
Seeld. a n.6 Mexinox sates the Department also employed this methodology in the POR2 Fina
Reaults.

Mexinox holds that merchandise entered for consumption that was first sold to customers outside the
United States can be identified by the code “N2" in the fiedld SUBJECTU. Thus, Mexinox argues the
Department must add the total entered value of these sales to the denominator of the assessment rate in
order to avoid collecting antidumping duties on these non-subject saes.

Noting the Department included the entered value of merchandise first sold to unaffiliated customers
outside the United States in the denominator of the assessment rate in the last two adminidrative
reviews, petitioners state this practice appears to be in accordance with Torrington Petitioners argue,
however, that Torrington is wrong in its determination that merchandise entered by an affiliated importer
and firg sold to an unaffiliated customer outside the United States is not subject to the assessment of
antidumping duties. Whileit is clear the Department cannot include such entries in determining the
extent of dumping during the POR, petitioners assert, the CIT’ sfinding that such consumption entries
should forgo assessment of antidumping duties “eviscerates Section 779's flat prohibition against
drawback of antidumping duties, effectively limiting that prohibition to Stuations where the drawback
clamant is unaffiliated with the exporter and initid importer.” Petitioners Rebuttal Brief a 1.
Therefore, petitioners urge the Department to not include the entered value of merchandise firgt sold to
unaffiliated customers outside the United States in the denominator of the assessment rate.

Department’s Position: We agree with Mexinox that we should include the entered vaue of
merchandise first sold (after importation) to unaffiliated parties outsde the United Statesin the
denominator of the assessment rate. The Department finds that where thereisno U.S. price for an
entry which is subsequently re-exported, Commerce s decision not to impose antidumping duties on the
entry is congstent with the basic purpose of the antidumping laws. See Torrington, 82 F.3d at 1039.
Thisfinding is congstent with that made in both the POR1 Final Results and the POR2 Find Reaults.
Accordingly, we have amended our caculation of the assessment rate for these fina results. See the
Department's Find Analyss Memorandum, dated February 3, 2004, for further detalls regarding this
adjustment to the assessment rate.

Margin Calculations
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Comment 20: Treatment of Non-dumped Sales

Mexinox dates that in the preliminary results, the Department calculated the overdl dumping margin by
assigning a zero-percent dumping margin to U.S. salesmade at or above NV.

Mexinox argues that the practice of “zeroing” condtitutes a violation of the Department’ s obligations
under U.S. law. Citing Federd Mogul Corp. v. United States, 63 F. 3d 1572, 1581 (Fed. Cir. 1995),
Virg Forgings Ltd. v. United States, 206 F. Supp. 2d 1288, 1296 n. 14 (CIT 2002), and Funaciao
Tupy SA. v. United States, 652 F. Supp. 1538, 1543 (CIT 1987), Mexinox statesit isawell-
edtablished principle of U.S. law that the Department must interpret and apply the U.S. dumping lawsin
away that does not conflict with internationd obligations, including obligations under the WTO
Antidumping Agreement. Mexinox asserts this principle isrooted in Alexander Murray v. Schooner
Charming Betsy, 6 U.S. (2 Cranch.) 64, 118 (1804) (“Charming Betsy”), in which the Supreme Court
declared that “an act of Congress ought never to be construed to violate the law of nationsif any other
possible congtruction remains.”  Mexinox maintains the doctrine set forth by Charming Betsy isdill in
effect today.

Citing Bowe Passat Reinigungs-Und Waschereitchnik GmbH v. United States, 926 F.Supp 1138 (CIT
1996) (“Bowe Passat”), Mexinox argues that dthough the CIT “ultimately uphed the practice { of
“zeroing”} as a ‘reasonable application of the Satute,” the Court expressed a significant amount of
skepticiam regarding the fairness of “zeroing,” noting that it * does not produce an absol ute * gpplesto
gpples comparison and introduces a“ satigtica bias into the calculation.”” Mexinox's Case Brief at
11, quoting Bowe Passat at 1150. Mexinox asserts the Court upheld the Department’ s practice of
“zeroing” in The Timken Company v. United States, 240 F.Supp.2d 1228 (CIT 2002) (“Timken'),
Corus Engineering Stedls Ltd. v. United States, Slip Op. 03-110 (CIT August 27, 2003) (“Corus
Engineering Seds’) and PAM, Sp.A. v. US Department of Commerce, Slip Op. 03-48 (CIT May 8,
2003) (“PAM”) onthe basis of earlier CIT precedent, and in PAM, noted the statute was Slent on the
“zeroing” issue. Mexinox quotes Corus Staal BV v. United States, Slip Op. 03-25 (CIT March 7,
2003) (“Corus Stadl”), in which the CIT noted that the statute is Slent as to the impact of negative
margins and that it neither requires nor prohibits Commerce from considering nondumped sdles.  See
Mexinox's Case Brief at 11.  Arguing the Department adopted and gpplied its “zeroing” practice
amply asamatter of interpretive “ gap-filling,” Mexinox contends the Department must use its gep-filling
authority to obtain aresult that is consstent with internationa law.

Mexinox maintains the Department’ sinterpretation of the Satute, to the extent it is reasonable, is
generdly given deference under Chevron U.SA., Inc. v. Natura Resources Defense Council, Inc., 467
U.S. 837 (1984) (“Chevron’). However, Mexinox argues, when the Department’ sinterpretation is
inconsistent with U.S. internationa obligations, such deferenceisinappropriate. Mexinox refersto
Hyundai Electronics Co., Ltd. v. United States, 53 F. Supp. 2d 1334 (CIT 1999) (“Hyundai
Electronics’), in which the CIT contemplated a revoceation standard promulgated by the Department
that had recently been rglected by aWTO pane. Whilethe CIT eventually found it was possible to
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reconcile the Department’ s revocation standard with the WTO Antidumping Agresment, Mexinox
states the CIT stressed that Chevron and the Charming Betsy doctrine must be applied together when
the latter isimplied. Mexinox’'s Case Brief a 13, citing Hyundai Electronics, 53 F. Supp. 2d at 1344.

Mexinox asserts the same anadyss must be gpplied in this case. Since the Satute is Sllent with respect
to “zeroing” and the Department has adopted this practice as an interpretation of the statute, Mexinox
clamsthe rdevant question is whether the Department’ s interpretation is competible with the WTO
Antidumping Agreement. Mexinox contends the WTO Appellate Body’ s decision in European
Communities-Anti-Dumping Duties on Imports of Cotton-Type Bed Linen from

India, WT/DS141/AB/R (March 1, 2001) (“Bed Linen from India”) establishesthat “zeroing” isnot
compatible with the Antidumping Agreement. Mexinox states that in Bed Linen from India, the WTO
Appellate Body uphed aWTO Pane finding that the European Communities (*EC”) had violated
Article 2.4.2 of the Antidumping Agreement by “zeroing” negative price differences when computing
the aggregate dumping margin. According to Mexinox, in that case the WTO Pand noted the
Antidumping Agreement refers to dumping margins only in the context of the whole product. Mexinox
contends that since the EC defined the product as*‘ certain bed linens from India,” it was bound to
cdculate an aggregate dumping margin on the basis of that whole product group, not just the sub-group
of sdesthat generated a positive dumping margin.” Mexinox’'s Case Brief a 14. Mexinox satesthe
WTO Pand and Appdllate Bodies aso determined the EC’ s approach prevented a fair comparison of
the export price and NV, because the WTO found that in “zeroing” negative margins “the EC had
effectively manipulated the prices of the subject products to produce a higher dumping margin than they
actudly generated.” 1d. Mexinox arguesit isirrdevant that the United States was not the appelleein
Bed Linen from India. Furthermore, Mexinox assarts, it isaso irrdevant that Bed Linen from India
entalled an investigation rather than an adminigrative review because the terms of Article 2 of the
Antidumping Agreement are made applicable to the determination of assessment amountsin the context
of adminigtrative reviews by virtue of Article 9.3 of the Antidumping Agreement.

Since U.S. antidumping laws do not require “ zeroing,” Mexinox argues, there is no direct conflict
between U.S. law and internationd law. Further, Mexinox asserts, under the Charming Betsy doctrine
the U.S. antidumping Statute must be interpreted in away that is compatible with the WTO
Antidumping Agreement. Therefore, Mexinox submits, any interpretation of U.S. antidumping law that
permits “zeroing” in the caculation of the aggregate dumping margin is prohibited as amatter of U.S.
law under Charming Betsy.

Petitioners respond that in each ingtance in which the issue of “zeroing” has been raised snce the WTO
Appellate Body' s decison in Bed Linen From India, the Department has correctly dismissed this
argument and maintained its current practice. Petitioners cite as examples Notice of Find
Determination of Sdesat Less Than Fair Vaue: Carbon and Certain Alloy Sted Wire Rod From
Germany, 67 FR 55802 (August 30, 2002) and the accompanying Issues and Decision Memorandum
at Comment 10; Stainless Stedd Wire Rod From India; Find Results of Antidumping Duty
Adminigrative Review, 67 FR 37391 (May 29, 2002) and the accompanying Issues and Decision
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Memorandum at Comment 5; and Notice of Fina Determination of Sales at Less Than Fair Vaue:
Structurd Stedl Beams from Spain, 67 FR 35482 (May 20, 2002) and the accompanying Issues and
Decison Memorandum a Comment 15. Petitioners argue the CIT has upheld the Department’s
practice, citing Corus Engineering Stedls, PAM, Corus Staal, and Bowe Passat. Petitioners contend
that nothing in Bed Linen from India requires the Department to dter its practice of “zeroing” negetive
dumping margins.

Citing Corus Stad at 18, petitioners maintain the CIT has determined that WTO decisions are not
binding on the Department, U.S. courts or eventhe WTO itsdlf. Petitioners assert the CIT dso found
in Corus Stadl at 16 (asin every other CIT decison on “zeroing”) that contrary to the WTO Appellate
Body’sview, Article 2.4.2 of the Antidumping Agreement does not clearly forbid “zeroing.” Arguing
the CIT in Corus Staal found “the Department’ s interpretation of the statute not to be unreasonable in
the face of an ambiguous internationa agreement,” petitioners assert Mexinox’ s reliance upon Charming
Betsy isingpposite. Petitioners Rebuttd Brief at 3, referring to Corus Staal a 19. Because thereisno
domestic or internationa authority requiring the Department to modify its practice, petitioners urge the
Department to maintain its standard cal culation methodology for these find results.

Department’s Position: We disagree with Mexinox and have not changed our caculations of the
welghted-average dumping margin as suggested by the respondent for these find results. The CIT has
upheld the Department’ s zeroing practice in numerous cases, including Corus Engineering Steds, PAM,
Corus Staal, Timken, and our methodology is consstent with our statutory obligations under the Tariff
Act.

Furthermore, the Federd Circuit recently affirmed the Department’ s methodology. See The Timken
Company v. United States, No. 03-1098, 03-1238, 2004 U.S. App. LEXIS 627 (Fed. Cir. Jan. 16,
2004) (decison not fina as of this determination). As discussed below, weinclude U.S. sdesthat
were not priced below NV in the caculation of the weighted-average margin as sdles with no dumping
margin. Thevaue of such sdesisincluded in the denominator of the weighted-average margin dong
with the value of dumped sales. We do not, however, allow U.S. sdles that were not priced below NV
to offset dumping margins found on other sdes.

Section 771(35)(A) of the Tariff Act defines“dumping margin” as the amount by which the norma

va ue exceeds the export price or constructed export price of the subject merchandise. Section
771(35)(B) defines “weighted-average dumping margin” as the percentage determined by dividing the
aggregate dumping margins determined for a specific exporter or producer by the

aggregate export prices and constructed export prices of such exporter or producer. These sections,
taken together, direct the Department to aggregate dl individua dumping margins, each of whichis
determined by the amount by which NV vaue exceeds export price or CEP, and to divide this amount
by the value of dl sdes. The directive to determine the * aggregate dumping margins’ in section
771(35)(B) makes clear that the Singular “dumping margin” in section 771(35)(A) applieson a
comparison-specific level, and does not itsdf gpply on an aggregate basis. The Tariff Act does not
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direct the Department to factor negative price differences (i.e., the amount by which export price or
CEP exceeds NV) into the caculation of the weighted-average dumping margin. In other words, the
vaue of non-dumped sdesis not permitted to cancel out the dumping margins found on other sdes.

This does not mean, however, that non-dumped sdes are ignored in cd culating the welghted-average
dumping margin. It isimportant to note that the weighted-average margin will reflect any non-dumped
merchandise examined during the POR: the vaue of such sdesisincduded in the denominator of the
welghted-average dumping margin, while no dumping amount for non-dumped merchandise isincluded
inthe numerator. Thus, a greater amount of non-dumped merchandise results in alower weighted-
average margin.

Furthermore, this is a reasonable means of establishing estimated duty-deposit rates in investigations
and assessing dutiesin reviews. The deposit rate we cdculate for future entries must reflect the fact that
the Customs Service is not in a position to know which entries of subject merchandise are dumped and
which are not. By spreading the liability for dumped sdles across dl reviewed sdes, the weighted-
average dumping margin alows the U.S. Customs Service to gpply thisrate to al merchandise subject
to review.

Finally, with respect to respondent's WTO-specific arguments, we note that U.S. law, as implemented
through the URAA, isfully consstent with our WTO obligations.
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Recommendation

Basad on our andlysis of the comments received, we recommend adopting all of the above postions
and adjusting the margin caculation accordingly. If these recommendations are accepted, we will
publish the find results of the review and the find weighted-average dumping margin for Mexinox in the
Federd Regidter.

AGREE DISAGREE

James J. Jochum
Assgtant Secretary
for Import Administration

Date
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